An Examination of Revenue Recognition Principles. by Nini, Eugene Adolph
Louisiana State University
LSU Digital Commons
LSU Historical Dissertations and Theses Graduate School
1966
An Examination of Revenue Recognition
Principles.
Eugene Adolph Nini
Louisiana State University and Agricultural & Mechanical College
Follow this and additional works at: https://digitalcommons.lsu.edu/gradschool_disstheses
This Dissertation is brought to you for free and open access by the Graduate School at LSU Digital Commons. It has been accepted for inclusion in
LSU Historical Dissertations and Theses by an authorized administrator of LSU Digital Commons. For more information, please contact
gradetd@lsu.edu.
Recommended Citation
Nini, Eugene Adolph, "An Examination of Revenue Recognition Principles." (1966). LSU Historical Dissertations and Theses. 1210.
https://digitalcommons.lsu.edu/gradschool_disstheses/1210
This dissertation baa been 
m icrofilm ed exactly as received 6 7 -1 1 7 7
N IN I, Eugene Adolph, 1931- 
AN EXAM INATION OF REVENUE RECOGNITION 
PRINCIPLES.
Louisiana State U niversity, Ph.D ., 1966 
Economics, commerce-business
University Microfilms, Inc., Ann Arbor, Michigan
AN EXAMINATION OF REVENUE RECOGNITION  
PRINCIPLE S
A D i s s e r t a t i o n
S u b m i t t e d  t o  t h e  G r a d u a t e  F a c u l t y  o f  t h e  
L o u i s i a n a  S t a t e  Un i v e r s i t y  a n d  
A g r i c u l t u r a l  a n d ^ M e c h a n i c a l  C o l l e g e  
i n  p a r t i a l  f u l f i l l m e n t  o f  t h e  
r e q u i r e m e n t s  f o r  t h e  d e g r e e  o f  
D o c t o r  o f  P h i l o s o p h y
i N
T h e  D e p a r t m e n t  o f  A c c o u n t i n g
b y
E u g e n e  A ^ N  i n i  
B . B . A . ,  L a m a r  S t a t e  C o l l e g e  o f  T e c h n o l o g y ,  1 9 5 8  
M . B . A . ,  U n i v e r s i t y  o f  A r k a n s a s ,  1 95 9  
A u g u s t ,  1 96 6
ACKNOWLEDGMENT
T h e  w r i t e r  w i s h e s  t o  e x p r e s s  h i s  g r a t i t u d e  t o  h i s  m a j o r  
p r o f e s s o r ,  D r . L l o y d  M o r r i s o n ,  P r o f e s s o r  o f  A c c o u n t i n g ,  w h o s e
P A T I E N C E  AND C O U N C I L  MADE T H I S  D I S S E R T A T I O N  P O S S I B L E .  THE W R I T E R  
FURTHER EX P RE S S E S  H I S  G R A T I T U D E  TO D r . THOMAS B E A R D ,  PROF ESSOR OF
E c o n o m i c s ,  D r . C l a r e n c e  D u n n ,  P r o f e s s o r  o f  A c c o u n t i n g ,  D r , He r b e r t  
H i c k s ,  P r o f e s s o r  o f  Ma n a g e m e n t ,  D r . Ra y m o n d  L e s i k a r ,  P r o f e s s o r  o f  
Ma n a g e m e n t  a n d  Ma r k e t i n g ,  a n d  D r . S t a n l e y  P r e s t o n ,  P r o f e s s o r  o f
4
F t NAN CE .
ABSTRACT
Re v e n u e  r e c o g n i t i o n  i s  a n  i m p o r t a n t  s e g m e n t  o f  a  s o u n d  b o d y  
o f  a c c o u n t i n g  t h e o r y .  T h i s  i s  e v i d e n c e d  b y  t h e  f a c t  t h a t  r e v e n u e
R E C O G N I T I O N  P R I N C I P L E S  A F F E C T  INCOME D E T E R M I N A T I O N  AND BALANCE S H E E T  
V A L U A T I O N S .  R E C O G N I Z I N G  THE E F F E C T  OF REVENUE R E C O G N I T I O N  P R I N C I P L E S  
ON THE INCOME S T A T E ME N T  AND BALANCE S HE E T  AND HOW T HESE S T ATEMENTS 
ARE USED FURTHER E M P H A S I Z E S  THE I MPORTANCE OF REVENUE R E C O G N I T I O N
P R I N C I P L E S .  T h a t  i s ,  f i n a n c i a l  s t a t e m e n t s  r e p r e s e n t  t h e  r e s u l t s  o f  
t h e  a d m i n i s t r a t i o n  o f  e c o n o m i c  r e s o u r c e s .
T h e  o b j e c t i v e  o f  t h i s  s t u d y ,  t h e r e f o r e ,  i s  t o  e x a m i n e  c a r e ­
f u l l y  p r i n c i p l e s  o f  r e v e n u e  r e c o g n i t i o n  t o  s e e  i f  t h e r e  i s  o n e  
r e v e n u e  r e c o g n i t i o n  m e t h o d  p e r v a s i v e  e n o u g h  t o  b e  c a l l e d  g e n e r a l  i n  
i t s  a p p l i c a t i o n . T h i s  e x a m i n a t i o n  o f  r e v e n u e  r e c o g n i t i o n  p r i n c i p l e s  
p r o v i d e s  t h e  b a s i s  f o r  t h e  d e v e l o p m e n t  o f  t h e  r e v e n u e , r e c o g n i t i o n  
m e t h o d  p r o p o s e d  i n  t h i s  s t u d y . T h e  v e h i c l e  f o r  i n q u i r y  i s  a n
A N A L Y S I S  AND E V A L U A T I O N  OF C O N V E N T I O N A L  REVENUE R E C O G N I T I O N  METHODS 
AND RECENT PROPOSALS CONCERNI NG REVENUE R E C O G N I T I O N .
I t  i s  p r o p o s e d  i n  t h i s  s t u d y  t h a t  t h e r e  s h o u l d  b e  t h r e e
C R I T E R I A  WHI CH S I G N A L  THE RECOGN1 T I  ON' . OF REVENUE.  THE THREE 
C R I T E R I A  PROPOSED A R E :  ( 1 )  THE P R O D U C T I V E  PROCESS MUST HAVE BEEN
PERFORMED OR S E R V I C E S  MUST HAVE BEEN RENDERED,  AT L E A S T  TO THE 
E X T E N T  OF A C C O M P L I S H M E N T ,  ( 2 )  THE AMOUNT OF REVENUE MUST BE ME ASURABLE
I I I
I N  MONETARY T E RMS ,  AND ( 3 )  A V O L U N T A R Y  MA RK E T  T R A N S A C T I O N  OR 
E X E C U T O R Y  CONTRACT MUST HAVE A L R E A D Y  T A K E N PLA CE I N V O L V I N G  THE 
A C C O U N T I N G  E N T I T Y  I N  Q U E S T I O N ,  AN I N D E P E N D E N T  P A R T Y ,  AND THE 
S P E C I F I C  GOODS OR S E R V I C E S  I N  Q U E S T I O N .
T h e  THREE C R I T E R I A  ARE BASED UPON THE F O L L O WI N G  A N A L Y S I S .
E v e r y  b u s i n e s s  o r g a n i z a t i o n  h a s  a  p r i m a r y  f u n c t i o n  w h i c h  a p p e a r s
TO BE THE PROCESS OF C R E A T I N G  P O T E N T I A L  U T I L I T Y  I N THE FORM OF 
GOODS OR S E R V I C E S .  THE C R E A T I O N  OF P O T E N T I A L  U T I L I T Y  APPEARS TO 
BE AN .EX POST FACTO C O N C E P T .  T HA T  I S ,  U T I L I T Y  CANNOT BE S A I D  TO 
BE CREA TED U N T I L  THE C R E A T I O N  OF U T I L I T Y  HAS BEEN ACKNOWLEDGED BY 
THE M A R K E T .  HOWEVER,  THE A CT  OF ACKNOWLEDGMENT BY THE MARKET I S  
R E T R O A C T I V E  I N  THE SENSE T HA T  THE ACT OF ACKNOWLEDGMENT I S  A REWARD 
FOR P A S T  P E RF ORMA NCE .
T h e  REVENUE R E C O G N I T I O N  METHOD PROPOSED I N  T H I S  STUDY I S  
COMPARED TO THE F OL L O WI N G  REVENUE R E C O G N I T I O N  M E T H O D S :  CASH R E C E I P T ,
P R O D U C T I O N ,  A C C R E T I O N ,  AND S A L E  B A S I S .  THE CASH R E C E I P T  METHOD I S 
C O N S I D E R E D  TOO C O N S E R V A T I V E  BECAUSE REVENUE SHOULD BE R E C OG NI Z E D 
WHEN I T  HAS BEEN AUK  NO WL"EDGED BY THE MA RK E T  AND ACKNOWLEDGMENT DOES 
NOT R E Q U I R E  THE PRESENCE OF C A S H .  THE P R O D U C T I O N  AND A C C R E T I O N  
METHODS OF REVENUE R E C O G N I T I O N  ARE C O N S I D E R E D  A C C E P T A B L E  I N  THOSE 
S I T U A T I O N S  WHERE AN E X ECUT ORY CONTRACT PRECEDES THE PROCESSES OF 
P R O D U C T I O N  AND A C C R E T I O N .  THE E X I S T E N C E  OF AN E X E CU T O RY  CO NT RA CT  
P R O V I D E S  THE V E R I F I A B L E  C E R T A I N T Y  T HA T  U T I L I T Y  I S  B E I N G  CREATED BY 
THE PROCESSES OF P R O D U C T I O N  OR A C C R E T I O N .  THE S A L E  B A S I S  I S  CON­
S I D E R E D  TOO NARROW I N  I T S  A P P L I C A T I O N  BECAUSE I T  DOES NOT P R O V I D E  
FOR R E C O G N I T I O N  I N  THOSE S I T U A T I O N S  WHERE AN E X E CU T O RY  CONTRACT
IV
HAS BEEN S I G N E D .
T h e  r e v e n u e  r e c o g n i t i o n  m e t h o d  p r o p o s e d  i n  t h i s  s t u d y  i s  a l s o
COMPARED W I T H  THE F O L L O W I N G  RECENT P ROPOSALS CONCE RNI NG REVENUE
r e c o g n i t i o n : ( l )  A c c o u n t i n g  Re s e a r c h  S t u d y  N o . 3 . ( 2 )  A m e r i c a n
A c c o u n t i n g  A s s o c i a t i o n  C o m m i t t e e  R e p o r t  o n  T h e  Re a l i z a t i o n  C o n c e p t ,  
a n d  ( 3 )  C h a r l e s  T .  H o r n g r e n ' s  " H ow S h o u l d  We I n t e r p r e t  t h e  
R e a l i z a t i o n  C o n c e p t ? "
A p p a r e n t l y  t h e  o n l y  d i s a g r e e m e n t  b e t w e e n  t h e  r e v e n u e  r e c o g ­
n i t i o n  METHOD PROPOSED I N  T H I S  S T U D Y  AND THE METHOD PROPOSED I N
A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3  a n d  t h e  A m e r i c a n  A c c o u n t i n g  
A s s o c i a t i o n  C o m m i t t e e  R e p o r t  i s  i n  t h o s e  s i t u a t i o n s  w h e r e  i t  i s
RECOMMENDED T HA T  REVENUE BE R E C O G N I Z E D  P R I O R  TO ACKNOWLEDGMENT BY 
THE M A R K E T .  THE D I S A G R E E M E N T  I S BASED ON THE B E L I E F  T HA T  REVENUE 
SHOULD NOT BE R E C O G N I Z E D  AS PART  OF O P E R A T I N G  I NCOME U N T I L  THE 
C R E A T I O N  OF U T I L I T Y  HAS BEEN ACKNOWLEDGED BY THE M A R K E T .  THE 
PROPOSAL  MADE BY HORNGREN AND THEOQNE MADE I N T H I S  S T UDY  Y I E L D  
S U B S T A N T I A L L Y  THE SAME RE S U L T S  —  BY C O I N C I D E N C E  AND NOT BY 
C O N S C I O U S  D E S I G N .
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CHAPTER !
MATURE AND PURPOSE OF THE STUDY
A S U R V E Y  OF CURRENT A C C O U N T I N G  L I T E R A T U R E  I N D I C A T E S  BOTH THE 
T I M E L I N E S S  AND I MPORTANCE OF THE S U B J E C T  OF REVENUE R E C O G N I T I O N .
A T  T H I S  T I M E  REVENUE R E C O G N I T I O N  P R I N C I P L E S  ARE B E I N G  S U B J E C T E D  TO 
CLOSE S C R U T I N Y .  ONE NEED ONL Y  OBSERVE ANY OF THE R E L E V A N T  BOOK S,  
RESEARCH P U B L I C A T I O N S ,  OR J O URN A L S  TO V E R I F Y  T H I S  F A C t J
I m p o r t a n c e  o f  t h e  S t u d y
R e v e n u e  r e c o g n i t i o n  p r i n c i p l e s  a r e  c o n c e r n e d  w i t h  t h e  q u e s t i o n
OF WHEN REVENUE SHOULD BE RECORDED I N  THE ACCOUNTS AS A PART OF
O P E R A T I N G  I NCO ME .  O P I N I O N S  I N  T H I S  AREA I NCL UDE  RECOMMENDAT I ONS
T H A T  REVENUE SHOULD BE R E C OGNI Z E D AT  THE B E G I N N I N G  OF THE B U S I N E S S
P ROCE S S ,  THROUGHOUT THE B U S I N E S S  P R O C E S S ,  AT THE END OF THE B U S I N E S S
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P R O C E S S ,  OR AT SOME P A R T I C U L A R  P O I N T  I N  THE B U S I N E S S  P ROCE S S .
( T h e  B U S I N E S S  PROCESS I S C O N S I D E R E D  TO I NCL UDE  THE A C C U M U L A T I O N  OF 
RAW M A T E R I A L S ,  T E C H N I C A L  P R O D U C T I O N  OR RE N D E R I N G  OF S E R V I C E S ,  THE
1 F o r  e x a m p l e ,  s e e  A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  C o m m i t t e e  
R e p o r t ,  " T h e  M a t c h i n g  C o n c e p t , "  T h e  A c c o u n t i n g  R e v i e w , XL ( A p r i l ,  
1 9 6 5 ) ,  3 6 8 ;  A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  C o m m i t t e e  R e p o r t ,
" T h e  Re a l i z a t i o n  Co n c e p t . "  T he  A c c o u n t i n g  Re v i e w , XL ( A p r i l ,  1 9 6 5 ) ,  
3 1 2 ;  Ro b e r t  T .  S p r o u s e  a n d  Ma u r i c e  Mo o n i t z ,  " A  T e n t a t i v e  S e t  o f  
Br o a d  A c c o u n t i n g  P r i n c i p l e s  f o r  Bu s i n e s s  E n t e r p r i s e s . "  A c c o u n t i n g  
Re s e a r c h  S t u d y  No . 3  ( N ew Y o r k :  Am e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  
P u b l i c  A c c o u n t a n t s ,  1 9 6 2 ) ,  8 7  p p .
^ H a r o l d  B i e r m a n ,  J r . ,  F i n a n c i a l  A c c o u n t i n g  T h e o r y  ( N e w  Y o r k :  
T h e  M a c m i l l a n  C o m p a n y ,  1 9 6 5 ) ,  p p .  1 6 1 - 1 9 5 .
2P O I N T  OF S A L E ,  AND THE P O I N T  OF C O L L E C T I O N  OF C A S H . )  I t  A P P E A R S ,
A
T H E R E F O R E ,  T H A T  REVENUE R E C O G N I T I O N  P R I N C I P L E S  ARE I MP OR T A N T  TOOLS 
I N  THE P R E P A R A T I O N  OF AN I NCOME S T A T E M E N T ,  S I N C E  T HE Y  D E T E R M I N E
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ONE OF THE COMPONENTS OF I NCOME D E T E R M I N A T I O N .
Re c o g n i t i o n  o f  r e v e n u e  h a s  b e e n  a n  i n t e g r a l  p a r t  o f  f i n a n c i a l
A C C O U N T I N G  S I N C E  THE D E V E L OP MENT  OF " G E N E R A L L Y  ACCE P TE D A C C O U N T I N G  
P R I N C I P L E S "  I N THE 1 9 3 0 ' s .  A R E V I E W OF THE H I S T O R I C A L  D E V E L O P ME NT  
OF A C C O U N T I N G  S I N C E  ABOUT 1 9 3 0  R E V E A L S  THAT THE I NCOME S T A T E M E N T  
HAS BECOME MORE I MP OR T A N T  THAN THE BAL A NCE  S H E E T .  HOWEVER,  EVEN 
THOUGH THE I NCOME S T A T E M E N T  I S  C O N S I D E R E D  MORE I MP OR T A N T  THAN THE 
B A L A N C E  S H E E T ,  MANY I N D I V I D U A L S  ARE E X P R E S S I N G  THE O P I N I O N  T HA T  THE 
I NCOME S T A T E M E N T  W I L L  BE D I S C A R D E D  I N  THE NEAR F UT URE UNL ES S  D R A S T I C  
CHANGES ARE M A D E .  SOME OF THE O P I N I O N S  EX PRE SSED AS REASONS FOR 
THE FUTURE D E M I S E  OF THE I NCOME S T A T E M E N T  A R E :  ( 1 )  THE B E L I E F  T H A T
THE CONCEPT OF I NCOME D E T E R M I N A T I O N  HAS NOT BEEN C L E A R L Y  F O R M U L A T E D ,
( 2 )  THE B E L I E F  T HA T  G E N E R A L L Y  ACCEPTED A C C O U N T I N G  P R I N C I P L E S  ALLOW 
I N C O N S I S T E N C I E S  I N  THE MEASUREMENT OF P E R I O D I C  I NCOME D E T E R M I N A T I O N  
OF D I F F E R E N T  F I R M S  AND BETWEEN D I F F E R E N T  YEARS FOR THE SAME F I R M ,
( 3 )  THE B E L I E F  T HA T  P R I C E - L E V E L  CHANGES HAVE NOT BEEN G I V E N  DUE 
C O N S I D E R A T I O N  I N  INCOME D E T E R M I N A T I O N ,  AND ( 4 )  THE B E L I E F  T HA T
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OTHER I N F O R M A T I O N  MAY BE MORE USE F UL  TO S T A T E M E N T  U S E R S .
I n A D D I T I O N  TO B E I N G  AN I N T E G R A L  PART OF I NCOME D E T E R M I N A T I O N ,  
REVENUE R E C O G N I T I O N  P R I N C I P L E S  ALSO A F F E C T  B A L A NCE  SHEET  V A L U A T I O N S .
j " T h e  M a t c h i n g  C o n c e p t , "  _o p . c  i t . . p . 3 6 9 .
^ E l d o n  S.  H e n d r i k s e n ,  A c c o u n t i n g  T h e o r y  ( H o m e w o o d ,  I l l i n o i s :  
R i c h a r d  D. I r w i n ,  I n c . ,  1 9 6 5 ) ,  p .  9 7 .
T h e r e f o r e ,  t h e  p r o b l e m  o f  w h e n  t o  r e c o g n i z e  r e v e n u e  i s  c r u c i a l  i n
THE P R E P A R A T I O N  OF BOTH THE I NCOME S T A T E M E N T  AND THE BAL ANCE S H E E T .
S i n c e  f i n a n c i a l  s t a t e m e n t s  r e p r e s e n t  t h e  r e s u l t s  o f  t h e  
a d m i n i s t r a t i o n  o f  e c o n o m i c  r e s o u r c e s ,  a c c o u n t i n g  m u s t  p r o v i d e  
r e l i a b l e  a n d  e x t e n s i v e  r e p o r t s  t o  e n a b l e  t h o s e  c h a r g e d  w i t h  s u c h  
a d m i n i s t r a t i o n  o f  r e s o u r c e s  t o  p e r f o r m  t h e i r  d e c i s i o n - m a k i n g  f u n c t i o n
MORE E F F E C T I V E L Y .  THESE REPORTS SHOULD E N A B L E  I N T E R E S T E D  P A R T I E S  
TO E V A L U A T E  PERFORMANCE OF A D M I N I S T R A T O R S  OF A F I R M  AS WELL AS THE 
F I R M  I T S E L F .  I N  T O D A Y ' S  ECONOMI C E N V I R O N M E N T  MOST OF THE ECONOMI C 
RESOURCES OF THE U N I T E D  S T A T E S  ARE OWNED OR AT L E A S T  CONT ROL L E D BY 
B U S I N E S S  E N T E R P R I S E S .  S l N C E  B U S I N E S S  E N T E R P R I S E S  ARE P R E D O M I N A N T L Y  
THOSE WHOSE OWNE RS HI P  AND MANAGEMENT ARE S E P A R A T E D  F U N C T I O N A L L Y ,
THE NEED FOR U S E F U L  F I N A N C I A L  S T A T E M E N T S  SEEMS A P P A R E N T .
Re g a r d l e s s  o f  t h e  t i m i n g  o f  t h e  r e c o g n i t i o n  o f  r e v e n u e ,  t h a t
WH I C H  I S RECORDED I N THE ACCOUNTS AS REVENUE I S  C O N S I D E R E D  A PA RT  
OF I NCOME D E T E R M I N A T I O N  FOR THE ECONOMI C E N T I T Y  I N  Q U E S T I O N .  THE 
REVENUE COMPONENT OF I NCOME D E T E R M I N A T I O N  MAY BE A MAJ OR OR M I N O R  
S E G ME NT ,  BUT . I N  ANY CASE I T  AP P EA RS  T HA T  I N  E V E R Y  REVENUE R E C O G N I ­
T I O N  METHOD REVENUE I S  THE S T A R T I N G  P O I N T  I N  THE D E T E R M I N A T I O N  OF
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i n c o m e . T h u s ,  i n  o r d e r  t o  g i v e  a  p r o p e r  p e r s p e c t i v e ,  i t  a p p e a r s
A P P R O P R I A T E  AT T H I S  P O I N T  TO PRE S E NT  A SHORT E V O L U T I O N  OF I NCOME 
CO N C E P T S .
^ R e e d  K. S t o r e y ,  " C a s h  Mo v e m e n t s  a n d  P e r i o d i c  I n c o m e  
De t e r m i n a t i o n . ”  T h e  A c c o u n t i n g  Re v i e w . XXXV ( J u l y ,  1 9 6 0 ) ,  4 5 4 .
B a c k g r o u n d  a n d  P r e s e n t  S t a t u s  o f  I n c o m e  C o n c e p t s
T h e  o l d e s t  c o n c e p t s  o f  i n c o m e  a p p e a r  t o  b e  t h e  n e t  w o r t h  o r
E Q U I T Y - C H A N G E  C O N C E P T S .  THESE CONCEPTS U S U A L L Y  REFER TO ECONOMI C
I NCOME AND T HEY  REL A T E  TO I N C R E A S E S  I N  W E A L T H .  THE D E F I N I T I O N  OF
E CONOMI C I NCOME FOR A B U S I N E S S  F I R M  I N D I C A T E S  T HA T  SUCH I NCOME IS
THE I N C R E A S E  I N WEALTH ( P R O S P E C T S )  OF THE F I R M  FOR A P A R T I C U L A R
P E R I O D  OF T I M E  WHI CH CAN BE D I S T R I B U T E D  TO I T S  OWNERS W I T H O U T
R E D UCI NG  THE F I R M ' S  WEALT H ( p R O S P E C T s )  BELOW WHAT I T  WAS AT THE
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B E G I N N I N G  OF THE P E R I O D .
T h i s  d e f i n i t i o n  o f  i n c o m e  r e q u i r e s  t h a t  t h e  f i r m  b e  a b l e  t o
MEASURE THE WEALTH ( p r o s p e c t s ) OF THE F I R M  AT BOTH THE S T A R T  AND 
CLOSE OF A P A R T I C U L A R  P E R I O D .  WEALTH ( P R O S P E C T S ) ,  A CC OR DI NG TO 
THE CONCEPT OF ECONOMI C I NCOME,  I S MEASURED BY E S T A B L I S H I N G  THE 
D I S C O U N T E D  VAL UE OF THE F I R M ' S  A N T I C I P A T E D  NET CASH I NFLOWS OR 
OUT F L OWS .  | N  ORDER TO A C C O M P L I S H  T H I S  MEASURE OF WEALTH T HE T F F RM 
MUST P R E D I C T  WHAT THE NET CASH I NFLOWS OR OUTFLOWS W I L L  BE AND 
S E L E C T  THE A P P R O P R I A T E  D I S C O U N T  RATE TO BE US E D.
AS A RE S UL T  OF THE D I F F I C U L T I E S  I N H E R E N T  I N  T R Y I N G  TO MEASURE 
ECONOMI C I NCO ME ,  A MORE R E S T R I C T E D  D E F I N I T I O N  G A I N E D  WI D E R  A CC E P T ­
ANCE I N  THE A CC OU NT I N G P R O F E S S I O N .  T H I S  MORE R E S T R I C T E D  D E F I N I T I O N  
OF I NCOME WAS ALSO CE NTE RE D AROUND M E A S U R I N G  CHANGES I N W E A L T H .
We a l t h ,  h o w e v e r ,  w a s  e q u a t e d  w i t h  t h e  s u m  o f  t h e  v a l u e s  o f  i n d i v i d ­
u a l  T A N G I B L E  A S S E T S .  T H E R E F O R E ,  I N S T E A D  OF A T T E M P T I N G  TO MEASURE 
THE V AL UE OF THE F I R M  AS A WHOLE ( w H I C H  I N C L U D E S  G O I N G  V A L U E ) ,
J .  R .  H i c k s ,  V a l u e  a n d  C a p i t a l  ( O x f o r d ;  C l a r e n d o n  P r e s s ,  
1 9 4 6 ) ,  p .  1 7 6 .
T H I S  R E S T R I C T E D  CONCEPT D E F I N E D  INCOME AS THE CHANGES I N  THE V A L U E  
OF EACH T A N G I B L E  A S S E T  A D J U S T E D  FOR CHANGES I N  L I A B I L I T I E S  AND
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C A P I T A L  C O N T R I B U T I O N S  AND WI T HD RA WA L S BY T HE  OWNERS.
T h e  P R E C E D I N G  CONCEPT  OF INCOME R E M A I N E D  I N VOGUE U N T I L
AROUND THE B E G I N N I N G  OF THE T W E N T I E T H  C E N T U R Y .  GEORGE 0 .  MAY
I N D I C A T E S  T H I S  AS F OL L OWS :
A  R E V I E W  OF A C C O U N T I N G ,  L E G A L  AND E C O N O M I C  W R I T I N G  SUGGESTS 
T H A T  THE R E A L I Z A T I O N  P O S T U L A T E  WAS NOT ACCEPTED P R I O R  TO THE
F i r s t  W o r l d  W a r .  I n  1 9 1 3  l e a d i n g  a u t h o r i t i e s  i n  a l l  t h e s e  
f i e l d s  i n  E n g l a n d  a n d  A m e r i c a  s e e m e d  t o  a g r e e  o n  t h e  ' i n ­
c h  CREASE I N  NET WORTH'  CONCEPT  OF I NCOME . . . , 8
T h i s  r e s t r i c t e d  v i e w  o f  i n c o m e  w a s  g r a d u a l l y  r e p l a c e d  b y  a
CONCEP T  OF I NCOME WHI CH E M P H A S I Z E D  THE D I S P O S I T I O N  OF A S S E T S ;  T H A T  
I S ,  A S S E T S  MUST BE S E P A R A T E D  FROM THE B U S I N E S S  F I R M  BEFORE I NCOME 
CAN BE R E C OG N I Z E D  I N  THE A C C O U N T S .  T H I S  APPROACH TO INCOME I S 
U S U A L L Y  REFERRED TO AS THE R E A L I Z A T I O N  C O N C E P T .
I m p e t u s  f o r  t h i s  c o n c e p t  o f  i n c o m e  r e c o g n i t i o n  a p p a r e n t l y
R E S U L T E D  FROM TWO F A C T O R S :  ( l )  THE EMERGENCE I N THE B U S I N E S S
C O M M U N I T Y  OF L O N G - L I V E D  S P E C I A L I Z E D  A SS E T S AND ( 2 )  THE PASSAGE OF
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THE I NCOME T A X  AMENDMENT TO THE C O N S T I T U T I O N  OF THE U N I T E D  S T A T E S .
T h e  v a l u e  o f  t h e  l o n g - l i v e d  s p e c i a l i z e d  a s s e t s  p r o v e d  t o  b e  v e r y
D I F F I C U L T  TO MEASURE W I T H  RE S P E CT  TO D I S C O U N T E D  V A L U E  OR RE P L A CE ME N T
C O S T S .  T h e  p a s s a g e  o f  t h e  i n c o m e  t a x  a m e n d m e n t  a p p a r e n t l y  g a v e
I MP E T U S  TO THE R E A L I Z A T I O N  OR S E P A R A T I O N  CONCEPT  OF I NCOME BECAUSE
^Am e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  C o m m i t t e e  Re p o r t ,  " T h e
Re a l i z a t i o n  C o n c e p t , "  T h e  A c c o u n t i n g  Re v i e w . XL ( A p r i l ,  1 9 6 5 ) ,  3 1 3 .
8 G e o r g e  0 .  Ma y ,  " B u s i n e s s  I n c o m e , "  T h e  A c c o u n t a n t . ( S e p t e m b e r ,  
1 9 5 0 ) ,  3 t 6 .
^ A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  C o m m i t t e e  Re p o r t ,  " T h e  
R e a l i z a t i o n  C o n c e p t , "  _o p . c i t . . p .  3 1 4 .
T A X A B L E  I NCOME I S P R E D I C A T E D  ON THE SAME P R E M I S E .
L e g a l  s i g n i f i c a n c e  w a s  a d d e d  t o  t h e  r e a l i z a t i o n  c o n c e p t  o f
I NCOME BY THE LANDMARK E l S N E R  V .  MACOMBER CASE I N 1 9 2 0 .  IN  T H I S
H I S T O R I C  D E C I S I O N  THE COURT D E F I N E D  I NCOME A S :
. . . N O T  A GROWTH OR I NCR EME NT  OF V AL UE I N  THE I N V E S T M E N T ,  BUT
A G A I N ,  A P R O F I T ,  S O M E T H I N G  OF E X CH A NG E A B L E  V AL UE P RO C E E D I N G  
FROM THE P R O P E R T Y ,  S E VE R ED FROM THE C A P I T A L  . .
T h e  S E P A R A T I O N  T E S T  AS A C R I T E R I O N  FOR I NCOME D E T E R M I N A T I O N  ( AND
REVENUE R E C O G N I T I O N  S I N C E  REVENUE I S  A PART OF I NCOME D E T E R M I N A T I O N )
I S S T I L L  E N J O Y I N G  WI D E R  ACCE P T A NCE I N F I N A N C I A L  S T A T E M E N T  R E P O RT I NG
1 1
THAN ANY OTHER C R I T E R I O N .
I N  A C O N T I N U I N G  A T T E M P T  TO MEET T H E I R  O B L I G A T I O N S ,  HOWEVER,
THE MEMBERS OF THE A C C O U N T I N G  P R O F E S S I O N  A P P A R E N T L Y  P E R C E I V E  THAT  
ONE OF THE B E T T E R ROUTES TO PROGRESS I S  S C R U T I N Y  OF A CC E P T E D  
P R A C T I C E S .  S o m e  ACCOUNT ANT S f e e l  t h a t  c a r t e  b l a n c h e  a c c e p t a n c e  o f  
P R E V A I L I N G  THOUGHT L E A DS  TO THE S T A G N A T I O N  OF A C C O U N T I N G  T H E O R Y .
T h e r e f o r e ,  t h e  p r o b l e m  w h i c h  p r e s e n t s  i t s e l f  i s  w h e t h e r  o r  n o t
ACCOUNTANTS CAN F U L F I L L  T H E I R  R E S P O N S I B I L I T Y  TO A L L  S T A T E M E N T  USERS 
I F  T H E Y  C O N T I N U E  TO OBSERVE P R E S E N T L Y  ACC E PT ED P R I N C I P L E S  OF REVENUE 
R E C O G N I T I O N  OR I F  ACCOUNT ANT S M U S T ,  I N F A C T ,  ADOPT D I F F E R E N T  REVENUE 
R E C O G N I T I O N  P R I N C I P L E S .
Ob j e c t i v e  o f  t h e  S t u d y
Wh i l e  t h e  k n o w l e d g e  o f  a  f i r m ' s  r e v e n u e  i s  u s e f u l  f o r  m a n y
P UR P OS E S ,  THERE APP E ARS  TO BE A D E F I N I T E  ADVA NTAGE  I N THE GENERAL
----------------w  i s n e r  v .  M a c o m b e r ,  2 5  U.  S .  1 8 8 ,  1 9 5  ( 1 9 2 0 ) .
^ A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  C o m m i t t e e  Re p o r t ,  " T h e  
Re a l i z a t i o n  C o n c e p t , ”  l o c . c i t .
A CCE P T A NCE  OF ONE A L L - P E R V A S  I V E  CONCEPT OF REVENUE R E C O G N I T I O N  FOR 
E X T E R N A L  R E P O R T I N G  P U R P O S E S .  T H E R E F O R E ,  THE O B J E C T I V E  OF T H I S  S T U D Y  
I S  TO E X A M I N E  C A R E F U L L Y  THE P R I N C I P L E S  OF REVENUE R E C O G N I T I O N  TO 
SEE I F  THERE I S ONE REVENUE R E C O G N I T I O N  METHOD WHI CH I S  P E R V A S I V E  
ENOUGH TO BE C A L L E D  G E N E R A L  I N I T S  A P P L I C A T I O N .
T h i s  e x a m i n a t i o n  o f  p r i n c i p l e s  p r o v i d e s  a  b a s i s  f o r  t h e
D E V E L O P ME NT  OF THE REVENUE R E C O G N I T I O N  ST A NDARDS PROPOSED I N
C h a p t e r  I I .  T h e  v e h i c l e  f o r  i n q u i r y  i n t o  r e v e n u e  r e c o g n i t i o n
PROBLEMS I S  AN A N A L Y S I S  AND E V A L U A T I O N  OF C O N V E N T I O N A L  P R A C T I C E S  
AND RECENT PROPOSALS W H i C H  SUGGEST CHANGES I N  T R A D I T I O N A L  PRO­
CE D URE S .
I n ORDER TO A C C O M P L I S H  THE O B J E C T I V E  S E T  F O R T H ,  a  C R I T I C A L  
A N A L Y S I S  I S  MADE OF THE E X I S T I N G  L I T E R A T U R E  I N THE A R E A  OF A C C O U N T ­
I NG—  I N C L U D I N G  BOOKS,  J O U R N A L S ,  P E R I O D I C A L S ,  AND PRONOUNCEMENTS OF 
THE R E L E V A N T  P R O F E S S I O N A L  O R G A N I Z A T I O N S .  L I T E R A T U R E  FROM OTHER  
D I S C I P L I N E S  HAS BEEN E X A M I N E D  WHEREVER I T  WAS DEEMED P E R T I N E N T .
S u c h  e x a m i n a t i o n  o f  t h e  l i t e r a t u r e  i s  u s e d  a s  a b a s i s  f o r  o b s e r ­
v a t i o n s  AND C O N C L U S I O N S  WHI CH ARE C O N S I D E R E D  A P P R O P R I A T E  I N L I G H T  
OF THE O B J E C T I V E  OF T H I S  S T U D Y .
L i m i t a t i o n s  o f  t h e  S t u d y
T h i s  s t u d y  i s  l i m i t e d  t o  a  c r i t i c a l  a n a l y s i s  o f  s o m e  o f  t h e
PROBLEMS OF F I N A N C I A L  A C C O U N T I N G .  THE TERM F I N A N C I A L  A C C OU NT I N G  I S 
USED TO S I G N I F Y  THE R E P O R T I N G  OF F I N A N C I A L  DAT A TO E X T E R N A L  GROUPS 
( l . E . ,  E M P L O Y E E S ,  GOVERNMENT ,  C R E D I T O R S ,  I N V E S T O R S ,  AND O WN ERS ) ,
AS CONTRASTED TO I N T E R N A L  R E P O R T I N G  OF F I N A N C I A L  DA T A  D I R E C T E D
P R I M A R I L Y  AT THE.  V A R I O U S  L E V E L S  OF M A N A G E M E N T .  A D D I T I O N A L L Y ,  I T  
I S  ASSUMED THROUGHOUT T H I S  S T UDY  T.HAT THE PROBLEMS I N THE AREA OF 
D I V E R S E L Y - O W N E D ,  L A R G E - S C A L E ,  I NCORP ORAT E D E N T E R P R I S E S  ARE OF 
P R I M A R Y  CONCERN.
D e f i n i t i o n s  o f  T e r m s
E x c e p t  f o r  t h o s e  t h a t  f o l l o w ,  d e f i n i t i o n s  o f  t e r m s  a r e
I NTRODUCED I N  THE BODY OF THE ST UDY  WHEN T H E Y  ARE C O N S I D E R E D  
A P P R O P R I A T E .
P o s t u l a t e . T h e  t e r m  p o s t u l a t e  i s  u s e d  i n  t h i s  s t u d y  t o  r e f e r
TO THOSE NE C E S S A RY  A S S U M P T I O N S  WHI CH ARE P R E R E Q U I S I T E S  TO A SOUND 
BODY OF T HE ORY .
PR I N C I P L E . A P R I N C I P L E  I S  A G E N E R A L L Y  ACCE P TE D RULE WHI CH 
I S USED AS A G U I D E  TO A C T I O N .  T H U S ,  THE USE OF A P R I N C I P L E  W I L L  
CAUSE S U B S T A N T I A L L Y  THE SAME R E S U L T S . A S  I T S  P R E V I O U S  USE WHEN 
E S S E N T I A L L Y  THE SAME C O N D I T I O N S  AND C I R C U M S T A N C E S  P R E V A I L .  P R I N ­
C I P L E S  A RE ,  T H E R E F O R E ,  Q U I T E  D I F F E R E N T  FROM LAWS WHI CH C A L L  FORTH 
I D E N T I C A L  R E S U L T S  U S I N G  THE SAME C O N D I T I O N S  AND C I R C U M S T A N C E S .
C o n v e n t i o n . T h r o u g h o u t  t h i s  s t u d y ,  t h e  t e r m  c o n v e n t i o n  s h a l l
BE I N T E R P R E T E D  AS M E A N I N G  AN ACCOUNT I N G . P R A C T I C E  WHI CH HAS I T S
s a n c t i o n  i n  u s a g e  o r  c u s t o m . T h u s ,  a n  a c c o u n t i n g  c o n v e n t i o n  i s  n o t
N E C E S S A R I L Y  AN I N T E G R A L  PART OF A SOUND BODY OF A C C O U N T I N G  T H E O R Y .
P r e v i e w  o f  t h e  S t u d y
T h e  s t u d y  b e g i n s  w i t h  a n  a t t e m p t ,  i n  C h a p t e r  I I ,  t o  l o g i c a l l y
D E V E L O P  REVENUE R E C O G N I T I O N  S T A N D A R D S .  I N  THE D E V E L O P M E N T ,  THE  
C H A R A C T E R I S T I C S  AND A D E F I N I T I O N  OF WHAT C O N S T I T U T E S  REVENUE a - l
ARE SE T  F O R T H .  A F T E R  T H I S  I S D O N E ,  THE MEASUREMENT  AND T I M I N G  OF 
REVENUE ARE C O N S I D E R E D ,  F I N A L L Y ,  THREE C R I T E R I A  ARE PROPOSED WHI CH 
WOULD S I G N A L  THE R E C O G N I T I O N  OF REVENUE I N  THE ACCOUNTS AS A PART 
OF O P E R A T I N G  I NCOME.
T h e  t h i r d  c h a p t e r  p r e s e n t s  a n  a n a l y s i s  o f  c u r r e n t l y  a c c e p t e d
P R I N C I P L E S  OF REVENUE R E C O G N I T I O N .  CURRENT P R A C T I C E  USES FOUR 
METHODS OF REVENUE R E C O G N I T I O N :  CASH R E C E I P T ,  P R O D U C T I O N ,  A C C R E T I O N ,
AND SAL E B A S I S .  EACH OF THESE METHODS I S A N A L Y Z E D  I N  T H I S  C H A P T E R .
T h e  C O N V E N T I O N A L  METHODS A N A L Y Z E D  I N  CH A PT ER I N  ARE E V A L U A T E D
i n  C h a p t e r  I V .  I n o r d e r  t o  e v a l u a t e  t h e s e  m e t h o d s ,  a  c o m p a r i s o n  i s
MADE TO THE REVENUE R E C O G N I T I O N  ST A NDARDS DE V E L O P E D  I N  C H A P T E R  I I .
Re c e n t  p r o p o s a l s  w i t h  r e s p e c t  t o  r e v e n u e  r e c o g n i t i o n  p r i n c i p l e s
ARE THE CONCERN OF C H A P T E R  V.  I N  T H I S  C H A P T E R  THREE OF THE MORE 
RECENT P ROPOSALS ARE A N A L Y Z E D .  THE THREE PROPOSALS A R E :  ( l )
R o b e r t  T .  S p r o u s e  a n d  M a u r i c e  M o o n i t z ,  " A  T e n t a t i v e  S e t  o f  B r o a d  
A c c o u n t i n g  P r i n c i p l e s  f o r  B u s i n e s s  E n t e r p r i s e s , "  A c c o u n t i n g  
R e s e a r c h  S t u d y  No . 3 ( N e w  Yo r k : A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d
P u b l i c  A c c o u n t a n t s ,  1 9 6 2 ) ,  87 p p . ;  ( 2 )  A m e r i c a n  A c c o u n t i n g  A s s o ­
c i a t i o n  C o m m i t t e e  Re p o r t ,  " T h e  R e a l i z a t i o n  C o n c e p t . "  T h e  A c c o u n t i n g  
Re v i e w . XL ( A p r i l ,  1 9 6 5 ) ,  3 1 2 - 3 2 2 ;  a n d  ( 3 )  C h a r l e s  T .  Ho r n g r e n ,
" H ow  S h o u l d  We I n t e r p r e t  t h e  Re a l i z a t i o n  C o n c e p t ? " '  T h e  A c c o u n t i n g  
Re v i e w . XL ( A p r i l ,  1 9 6 5 ) ,  3 2 3 - 3 3 3 .
C h a p t e r  VI  is c o n c e r n e d  w i t h  a n  e v a l u a t i o n  o f  t h e  t h r e e  
p r o p o s a l s  a n a l y z e d  i n  C h a p t e r  V .  I n  o r d e r  t o  e v a l u a t e  t h e s e  r e c e n t  
p r o p o s a l s ,  a  c o m p a r i s o n  i s  m a d e  b e t w e e n  c u r r e n t  p r a c t i c e  a n d  t h e
REVENUE R E C O G N I T I O N  ST ANDARDS PROPOSED I N  THE SECOND CHAPTER- .
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F i n a l l y ,  a  s u m m a r y  i s  p r e s e n t e d  i n  t h e  l a s t  c h a p t e r . 
P e r t i n e n t  g e n e r a l  o b s e r v a t i o n s  w h i c h  s u g g e s t  t h e m s e l v e s  a r e  a l s o
I N C L U D E D .
CHAPTER I I  
REVENUE RECOGNITION STANDARDS
T h e  p u r p o s e  o f  t h i s  c h a p t e r  i s  t o  a t t e m p t  t o  s e t  s t a n d a r d s  f o r
REVENUE R E C O G N I T I O N  W H I C H  W I L L  E N A B L E  A S E L E C T I O N ,  I F  P O S S I B L E ,  OF 
ONE METHOD OF REVENUE R E C O G N I T I O N  W H I C H  I S P E R V A S I V E  ENOUGH TO BE 
C A L L E D  GE NE RA L  I N I TS  A P P L I C A T I O N .
B e f o r e  s t a n d a r d s  c a n  b e  e s t a b l i s h e d ,  t h e  w a y  i n  w h i c h  t h e  t e r m  
i s  u s e d  m u s t  b e  s p e c i f i e d . T h e  t e r m  s t a n d a r d  i s  u s e d  h e r e  t o  r e f e r  
t o  t h a t  w h i c h  i s  e s t a b l i s h e d  a s  a  g a u g e  t o  a s c e r t a i n  w h e t h e r  a 
c e r t a i n  p h e n o m e n o n  c o i n c i d e s  w i t h  p r e s c r i b e d  c r i t e r i a .
I t  a p p e a r s ,  t h e r e f o r e ,  t h a t  a  s t a n d a r d  i s  n o t h i n g  m o r e  t h a n  a  
" m e a s u r i n g "  d e v i c e . Ho w e v e r ,  o n e  a p p a r e n t l y  l o g i c a l  r u l e  f o r  s t a n ­
d a r d  S E T T I N G  I S  THAT ST A NDA R DS  S HOUL D BE A T T A I N A B L E .  | F  THE I D E A L  
I S  A T T A I N A B L E ,  S T ANDARDS SHOULD BE E S T A B L I S H E D  AT T HA T  L E V E L ;  BUT I F  
THE U L T I M A T E  CANNOT BE A T T A I N E D ,  S T A NDA R DS  S HOUL D BE S E T  AT AN 
A T T A I N A B L E  L E V E L .  T H I S  I S  NOT M E A N T  TO I M P L Y  THAT THOSE WHO S E T  
S T A NDA R DS  SHOUL D NOT C O N S T A N T L Y  S T R I V E  FOR T HE I DE AL  BECAUSE T H I S  
I S  A P P A R E N T L Y  THE P R I M A R Y  PURPOSE FOR U S I N G  S T A N D A R D S .  T HA T  I S ,  
A F T E R  ST ANDA RDS  HAVE B EEN SET  F O R T H ,  ANY D E V I A T I O N S  SHOUL D BE N O T E D ,  
A N A L Y Z E D ,  AND E V A L UAT E D FOR THE PURPOSE OF M A K I N G  C O R R E C T I O N S  WHI CH  
MAY E V E N T U A L L Y  LEAD TO T HE  A T T A I N M E N T  OF THE I D E A L .
I n a d d i t i o n ,  s t a n d a r d s  s h o u l d  NOT DEAL  W I T H  D E F I N I T E  —  -
P ROCED URE S,  P R A C T I C E S ,  OR RUL ES  BUT W I T H  O V E R A L L ,  F UNDAME NT A L  CON­
C E P T S .  On t h i s  p a r t i c u l a r  p o i n t  P a t o n  a n d  L i t t l e t o n  s t a t e :
A l t h o u g h  a c c o u n t i n g  s t a n d a r d s  a r e  n o t  i n  t h e m s e l v e s  p r o c e d u r e s
T H E Y  P O I N T  TOWARD A C C O U N T I N G  P RO CE D URE S ,  T HA T  I S ,  TOWARD RULES 
WH I C H  COVER THE D E T A I L S  OF S P E C I F I C  S I T U A T I O N S .  RULES OF PRO­
CEDURE ARE A U T H O R I T A R I A N  I N  N A T U R E .  T H E Y  I N S P I R E  C O N F O R M I T Y ,  
T H E Y  D I R E C T  P E RF ORMA NCE ,  T H E Y  DEAL  W I T H  D E T A I L S  AND THE C H O I C E  
OF A L T E R N A T I V E  M E T H O D S . 1
Us i n g  t h i s  d e f i n i t i o n  t h e n ,  s t a n d a r d s  f o r  r e v e n u e  r e c o g n i t i o n
CAN BE A T T E M P T E D .  I N  ORDER TO E S T A B L I S H  S T A N D A R D S ,  I T  A P PE A RS T HA T  
THE F I R S T  S T E P  SHOUL D BE TO S E T  FX1RTJ1 THE GENERAL  FRAMEWORK OF 
A C C O U N T I N G  AND DEDUCE ST A NDA R DS  T H E R E F R O M .
P u r p o s e  o f  A c c o u n t i n g
T h e  p u r p o s e  o f  a c c o u n t i n g  i s  t o  r e c o r d ,  i n  a  s y s t e m a t i c
F A S H I O N ,  THOSE ECONOMI C E V E N T S  WHI CH A F F E C T  A B U S I N E S S  E N T I T Y .
A f t e r  t h e  e c o n o m i c  e v e n t s  a r e  r e c o r d e d ,  t h e  i n f o r m a t i o n  i s  s u m m a ­
r i z e d  AND COMMUNI CA TED I N  THE FORM OF F I N A N C I A L  S T A T E M E N T S  TO 
I N T E R E S T E D  P A R T I E S ,  WHO USE THE I N F O R M A T I O N  AS A B A S I S  FOR D E C I -  
S I O N - M A K I N G .
An a n a l y s i s  o f  THE D E C I S I O N - M A K I N G  p r o c e s s  s h o u l d  i n d i c a t e  
THE S I G N I F I C A N C E  OF THE F U N C T I O N  OF A C C O U N T I N G  BECAUSE D E C I S I O N S  
ARE MADE TO A F F E C T  THE E N V I R O N M E N T  W I T H I N  WHI CH THE D E C I S I O N  MAKER 
O P E R A T E S .  T h i s  I S  E V I D E N C E D  b y  t h e  f a c t  t h a t  t h e  d e c i s i o n - m a k i n g "  
PROCESS ENCOMPASSES A H I E R A R C H I C A L  S C A L E ;  T HA T  I S ,  D E C I S I O N S  MADE 
AT EACH L E V E L  I N THE PROCESS A F F E C T  D E C I S I O N S  AT THE NEXT LOWER 
L E V E L .  T h i s  R E S U L T S  BECAUSE D E C I S I O N S  AT ONE L E V E L  I N THE H I E R A R C H Y
'w .  A. P a t o n  a n d  A.  C.  L i t t l e t o n ,  An I n t r o d u c t i o n  t o  C o r p o r a t e  
A c c o u n t i n g  S t a n d a r d s  ( C o l u m b u s ,  O h i o :  A m e r i c a n  A c c o u n t i n g  A s s o c i a -  
t i o n ,  1 9 4 0 ) ,  p .  5 .
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E S T A B L I S H  THE D E C I S I O N - M A K I N G  FRAMEWORK FOR THE NEXT LOWER L E V E L .
F o r  e x a m p l e ,  s o m e  d e c i s i o n s  m a d e  b y  t h e  F e d e r a l  Re s e r v e  B o a r d  s e t
THE D E C I S I O N - M A K I N G  FRAMEWORK.  FOR THE MEMBER B A N K S ;  A D E C I S I O N B Y  
ANY OF THE MEMBER BANKS SETS THE D E C I S I O N - M A K I N G  FRAMEWORK FOR THE 
AREA B U S I N E S S  E N T E R P R I S E S ;  A D E C I S I O N  BY ONE OF THE A F F E C T E D  B U S I N E S S  
E N T E R P R I S E S  S E T S  THE D E C I S I O N - M A K I N G  FRAMEWORK FOR EACH OF I T S  D I ­
V I S I O N S ;  AND SO FORTH DOWN THE H I E R A R C H I C A L  S C A L E  U N T I L  EACH 
I N D I V I D U A L  MEMBER OF THE O R G A N I Z A T I O N  I S A F F E C T E D  BY THE O R I G I N A L  
D E C I S I O N  OF THE F E D E R A L  RESERVE B O A R D . P R E S U M A B L Y ,  T H E R E F O R E ,  A N Y  
D E C I S I O N  MADE FROM F I N A N C I A L  I N F O R M A T I O N  I S P E R V A S I V E  I N  T HA T  THE 
R E P E R C U S S I O N S  ARE F E L T  THROUGHOUT THE E N V I R O N M E N T  W I T H I N  WHI CH T HE 
DEC I S I  ON WAS M A D E .
I T  SEEMS A P P A R E N T ,  T H E R E F O R E ,  THAT  S T A N D A R D S  ARE A N E C E S S I T Y  
I N THE AREA OF A C C O U N T I N G ;  FOR W I T H O U T  S T A N D A R D S ,  A C C O U N T I N G  I N ­
F O R M A T I O N  WOULD NOT BE C O N S I S T E N T  OR UNI F ORM AND AS A R E S U L T  I T S  
REAL  I A B I L I T Y  AS A D E C I S I O N - M A K I N G  TOOL WOULD BE OF L I T T L E  V A L U E .
B e f o r e  a n  a t t e m p t  i s  a c t u a l l y  m a d e  t o  s e t  s t a n d a r d s ,  a d d i t i o n a l
E X P L A N A T I O N  OF THE PURPOSE OF A C C O U N T I N G  I S N E E D E D .  THE TERM TO 
RECORD USED I N  D E F I N I N G  THE PURPOSE OF A C C O U N T I N G  I S ME A N T  TO BE 
P E R V A S I V E .  T h a t  i s ,  i n  o r d e r  t o  RECORD I N F O R M A T I O N  i t  m u s t  f i r s t  
J3E A N A L Y Z E D ,  C L A S S I F I E D ,  AND S U M M A R I Z E D .  THE T ERM,  HOWEVER,  AS 
USED I N  T H I S  C O N T E X T ,  DOES NOT I N C L U D E  THE F U N C T I O N  OF I N T E R P R E T A ­
T I O N  OF THE R E S U L T S .  I F  THE F U N C T I O N  OF THE ACCOUNTANT RATHER T HA N  
THE PURPOSE OF A C C O U N T I N G  WERE B E I N G  D E F I N E D ,  I N T E R P R E T A T I O N  OF
^ S h e r m a n  K r u p p ,  P a t t e r n  i n  O r g a n i z a t i o n  A n a l y s i s :  A C r i t i c a l  
E x a m i n a t i o n  ( N e w  Y o r k :  C h i l t o n  C o m p a n y ,  1 9 6 1 ) ,  p .  9 4 .
R E S U L T S  WOULD BE I N C L U D E D .  HOWEVER,  EVEN I N  T H I S  CO N T E X T  I N T E R P R E ­
T A T I O N  OF R E S U L T S  I S NOT N E C E S S A R I L Y  A F U N C T I O N  B E L O N G I N G  TO THE 
A C C O U N T A N T .  T H A T  I S ,  S I N C E  HE I S  O P E R A T I N G  I N A S T A F F  C A P A C I T Y ,  HE 
I S ONL Y  ALLOWED TO I N T E R P R E T  RE S U L T S  AT THE D I S C R E T I O N  OF L I N E  
MANAGEMENT .
A d d i t i o n a l l y ,  w h a t  i s  m e a n t  b y  e c o n o m i c  e v e n t s - m u s t  b e  e x ­
p l a i n e d . E c o n o m i c  e v e n t s  a r e  t h o s e  p h e n o m e n a  o f  a  f i n a n c i a l  n a t u r e
WHI CH D I R E C T L Y  A F F E C T  a  D I S C R E T E  B U S I N E S S  E N T E R P R I S E .  THERE A R E ,
OF COURSE,  MANY ECONOMI C EVENTS WH I C H  A F F E C T  THE F I R M j  HOWEVER,  ONLY 
THOSE ECONOMI C EVENTS WH I C H  ARE CONCERNED W I T H  I NCOME D E T E R M I N A T I O N  
ARE C O N S I D E R E D  HERE.
A p p a r e n t l y  t h e n ,  t h e  f i r s t  s t a n d a r d  t o  b e  u s e d  f o r  e v a l u a t i o n
OF REVENUE R E C O G N I T I O N  METHODS SHOUL D DEAL  W I T H  I NCOME CO N C E P T S .
I n c o m e  o f  a  b u s i n e s s  e n t e r p r i s e ,  i n  t h e  w h o l e - l i f e  s e n s e ,  i s  t h e  
d i f f e r e n c e  b e t w e e n  t h e  t o t a l  i n v e s t m e n t  AND w h a t  i s  r e c e i v e d  u p o n  
L I Q U I D A T I O N  ( e x c l u s i v e  o f  C A P I T A L  T R A N S A C T I O N S )  PLUS A L L  ' D I S T R I  B U -  
T I O N S . O F  E A R N I N G S  OVER THE L I F E  S P A N OF THE B U S I N E S S  V E N T U R E .
Ho w e v e r ,  t h i s  a p p r o a c h  i s  n o t  a d e q u a t e  i n  t o d a y ' s  b u s i n e s s
S O C I E T Y  BECAUSE INCOME MUST BE D E T E R M I N E D  P E R I O D I C A L L Y .  T H I S  I N ­
ADEQUA CY  PRODUCED THE A C C O U N T I N G  P E R I O D  C O N V E N T I O N  W H I C H  CAME I N T O  
E X I S T E N C E  IN THE S E V E N T E E N T H  C E N T U R Y .  P R I O R  TO T H I S  T I M E  MANY 
B U S I N E S S  ENDEAVORS WERE OF THE S I N G L E  VENT URE TYPE WH I C H  RE Q U I R E D  
L I Q U I D A T I O N  AND S E T T L E M E N T  AT THE T E R M I N A T I O N  OF EACH V E N T U R E .
Ho w e v e r ,  w h e n  t h e  c o n c e p t  o f  c o n t i n u i t y  o f  o p e r a t i o n s  c a m e  i n t o  
e x i s t e n c e ,  t h e  c o n c e p t s  o f  p e r m a n e n t  c a p i t a l  a n d  T R A N S F E R A B L E  SHARES
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N A T U R A L L Y  F O L L O WE D .
A C O N T I N U I T Y  CONCEPT E N A B L E S  THE B U S I N E S S  E N T E R P R I S E  TO BE 
THOUGHT OF AS A C O N T I N U I N G ,  O P E R A T I N G  E N T I T Y  R E GA RD L E SS  OF OWNER­
S H I P  C H A N G E S .  T h i s  CONCEPT WAS G I V E N  L E G A L  ST ATUS W I T H  THE 
D E V EL OP ME NT  OF T HE CORPORATE FORM OF B U S I N E S S  AND I T  HAS BECOME THE  
B A S I C  CONCEPT B E H I N D  A C C O U N T I N G  FOR ANY FORM OF B U S I N E S S  E N T E R -
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P R I S E .
Ho w e v e r ,  w h e n  a  b u s i n e s s  e n d e a v o r  h a s  c o n t i n u i t y ,  p e r i o d i c
GAUGES OF RE S U L T S  HAVE TO BE MADE TO SHOW I N T E R E S T E D  P A R T I E S  WHETHER 
OR NOT T HE B U S I N E S S  E N T E R P R I S E  HAS I N F A C T  MADE AN ECONOMI C C O N T R I ­
B U T I O N .  ON T H I S  P O I N T  PATON AND L I T T L E T O N  S T A T E  T H A T :
T h e  f l o w  o f  b u s i n e s s  a c t i v i t y  h a s  a  l o n g  c o n t i n u i t y ;  t h e
U L T I M A T E  OUTCOME OF THE A C T I V I T I E S  L I E S  I N THE F U T U R E .  BUT  
D E C I S I O N S  CANNOT  A WA I T  T HE  U L T I M A T E  OUTCOME;  MA NA G E ME NT ,  
I N V E S T O R S ,  GOVERNMENT,  A L L  OF THE I N T E R E S T E D  P A R T I E S ,  NEED 
' T E S T  R E A D I N G S 1 FROM T I M E  TO T I M E  I N  ORDER TO GAUGE THE PRO­
GRESS M A D E .  BY MEANS OF A C C O U N T I N G  WE SEEK TO P R O V I D E  T HESE 
T E S T  R E A D I N G S  BY A P E R I O D I C  M A T C H I N G  OF THE COSTS AND RE V ENUES  
T H A T  HAVE FLOWED PAST ' T H E  M E T E R 1 I N  AN I N T E R V A L  OF T I M E . ^
T h e r e f o r e ,  i n c o m e  d e t e r m i n a t i o n  c o n c e p t s  m u s t  b e  a d a p t a b l e  t o
THE P E R I O D  C O N V E N T I O N .  TWO I NCOME CONCEPTS APPEAR TO BE R E L E V A N T  I N 
T H I S  C O N T E X T :  ECONOMI C I NCOME OR THE C A P I T A L  M A I N T E N A N C E  APPROACH
AND A C C O U N T I N G  I NCOME OR THE T R A N S A C T I O N S  AP P RO A C H.  I n  ORDER TO 
SET AN I NCOME CONCEP T  S T A N D A R D ,  THESE TWO METHODS SHOUL D BE COM­
PARED .
^ A .  C .  L i t t l e t o n  a n d  V. K. Z i m m e r m a n ,  A c c o u n t i n g  T h e o r y ; 
C o n t i n u i t y  a n d  C h a n g e  ( E n g l e w o o d  C l i f f s ,  N . J . :  P r e n t i c e - H a l l ,  I n c . ,  
1 9 6 2 ) ,  p p .  5 6 - 5 7 .
4 1 B I D . ,  ' P . 5 6 .
^ P a t o n  a n d  L i t t l e t o n ,  _o p . c i t . , p p . 1 4 - 1 5 .
6 E l d o n  S .  He n d r i k s e n ,  A c c o u n t i n g  T h e o r y  ( H o m e w o o d ,  I l l i n o i s : 
R i c h a r d  D. I r w i n ,  I n c . ,  1 9 6 5 ) ,  p .  1 0 3 .
E c o n o m i c  I n c o m e  C o n c e p t s
T h e r e  i s  o n e  m a j o r  d i f f i c u l t y  i n h e r e n t  i n  m a k i n g  a  c o m p a r i s o n
BETWEEN A CCOUNT I NG AND ECONOMI C I NCOME CON C E P T S .  T h e  D I S C I P L I N E  OF 
ECONOMI CS DOES NOT HAVE A U N I V E R S A L L Y  ACCEPTED BODY OF D O C T R I N E  PER­
T A I N I N G  TO THE CONCEPT OF INCOME NOR DO ECONOMI ST S  USE A STANDARD  
NOMENCLATURE WHEN D I S C U S S I N G  T H I S  T O P I C .
A COMMON I N T E R P R E T A T I O N  I S THAT  ECONOMI C I NCOME OF A B U S I N E S S  
E N T E R P R I S E  I N  ANY G I V E N  P E R I O D  I S THE AMOUNT THE B U S I N E S S  E N T E R P R I S E
CAN D I S T R I B U T E  TO I T S  OWNERS AND BE AS WELL OFF AT THE END OF THE
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P E R I O D  AS I T  WAS AT THE B E G I N N I N G ,  T H I S  I S  AN E Q U I T Y - C H A N G E  OR 
C A P I T A L  M A I N T E N A N C E  CONCEPT OF INCOME CONCERNED W I T H  THE V A L U A T I O N  
OF ASSETS AND L I A B I L I T I E S  AT THE B E G I N N I N G  AND END OF A P E R I O D .
( T h i s  i s  b a s i c a l l y  t h e  s a m e  c o n c e p t  a s  t h a t  w h i c h  i s  u s e d  f o r  t h e
I N D I V I D U A L . )
I n o r d e r  t o  c o m p u t e  e c o n o m i c  i n c o m e ,  t h r e e  t h i n g s  m u s t  b e  
p r e d i c t a b l e : ( 1 )  e x p e c t e d  r e c e i p t s  f r o m  THE NET A S S E T S  i n  q u e s t i o n ,
( 2 )  e x p e c t e d  r e c e i p t s  r e s u l t i n g  f r o m  t h e  p a r t i c u l a r  c o m b i n a t i o n  o f
THE ASS E T S  I N Q U E S T I O N  ( I - E . ,  GOI NG V A L U E ) ,  AND ( 3 )  THE A P P R O P R I A T E  
I N T E R E S T  R A T E .  THERE ARE S E V E R A L  METHODS WHI CH CAN BE USED TO COM­
PUTE THE CHANGE I N  E Q U I T Y .  THREE METHODS WHI CH ARE PRESENTED HERE 
A R E :  ( 1 )  PURE ECONOMI C I NCO ME ,  ( 2 )  MA RK E T  V A L U A T I O N ,  AND ( 3 )  STOCK
MARKET P R I C E  V A L U A T I O N .
($i d n e y  S . A l e x a n d e r  ( R e v i s e d  b y  D a v i d  S o l o m o n s ) ,  " I n c o m e  
M e a s u r e m e n t  i n  a  D y n a m i c  E c o n o m y . ^  S t u d i e s  i n  A c c o u n t i n g  T h e o r y
E D I T E D  BY W. T.  BAXTER AND S I D N E Y  D A V I D S O N  (HOMEWOOD,  I L L I  NO I s Y
R i c h a r d  D. I r w i n ,  I n c . ,  1 9 6 2 ) ,  p p . 1 2 6 - 2 0 0 .  J .  R. H i c k s . V a l u e  
a n d  C a p i t a l  ( O x f o r d :  C l a r e n d o n  P r e s s ,  1 9 4 6 ) ,  p .  1 7 2 .  E l d o n  S .  
He n d r i k s e n , A c c o u n t i n g  T h e o r y  ( H o m e w o o d ,  I l l i n o i s ;  R i c h a r d  D.
I r w i n ,  I n c . ,  1 9 6 5 ) ,  p p . 9 7 - 1 2 5 .
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P u r e  e c o n o m i c  i n c o m e . P u r e  e c o n o m i c  i n c o m e  i s  c o n c e r n e d  w i t h
THE C A P I T A L I Z E D  V A L U E  OF THE E X P E C T E D  NET CASH FLOW TO BE R E C E I V E D  
D U R I N G  THE R E M A I N I N G  L I F E  O F - T H E  F I R M .  I N ORDER TO COMPUTE C A P I ­
T A L I Z E D  V A L U E ,  THREE FACTORS MUST BE P R E D I C T E D !  ( l )  THE A P P R O P R I A T E  
D I S C O U N T  F AC T OR ,  ( 2 )  THE AMOUNT OF THE NET CASH FLOW E X P E C T E D  TO BE 
R E C E I V E D  ON A Y E A R L Y  B A S I S ,  AND ( 3 )  THE NUMBER OF YEARS OF R E M A I N I N G  
L I F E  OF THE F I R M .
| F  THE CASH R E C E I V E D  D U R I N G  THE F I R S T  Y EAR I S THE SAME AMOUNT 
T H A T  WAS A N T I C I P A T E D  AND I F  E X P E C T A T I O N S  AS TO THE FUTURE HAVE NOT 
CHANGED FROM THE B E G I N N I N G  OF THE Y E A R ,  I NCOME W I L L  BE AS A N T I C I P A T E D .
Ho w e v e r ,  i f  t h e  c a s h  a c t u a l l y  r e c e i v e d  d u r i n g  t h e  f i r s t  y e a r  d i f f e r s
FROM T H A T  WHI CH WAS P R E D I C T E D  OR I F  E X P E C T A T I O N S  AS TO THE FUTURE
ARE D I F F E R E N T  A T  THE END OF THE Y E A R ,  INCOME W I L L  NOT BE THE SAME
8
AS I T  WAS E X P EC T E D TO BE .
B a s e d  u p o n  t h e  p r e c e d i n g ,  a n  a n a l y s i s  o f  p u r e  e c o n o m i c  i n c o m e
I N D I C A T E S  THAT CHANGES I N  C A P I T A L I Z E D  V AL UES CAN RESUL T  F ROM!  ( l )
THE S E L L I N G  F U N C T I O N  W I T H  R E I N V E S T M E N T  OF THE PRO CE E D S ,  ( 2 )  THE
PROCESS OF P R O D U C T I O N  WHEN U T I L I T Y  I S  ADDED T O UNSOLD G OO D S ,  ( 3 )
W I N D F A L L  G A I N S  ( L O S S E S )  R E S U L T I N G  FROM EXOGENOUS CA U S E S ,  ( 4 )  CHANGES
I N E X P EC T E D CASH R E C E I P T S  BECAUSE OF CHANGES I N  DEMAND,  AND ( 5 )
CHANGES I N  E X P EC T E D CASH R E C E I P T S  DUE TO CHANGES I N THE E F F I C I E N C I E S
9 .OR D E F I C I E N C I E S  OF MA NAGEME NT .  I t  A P P E A R S ,  T H E R E F O R E ,  T H A T  PURE 
ECONOMI C INCOME I NCL UDE S  A L L  NET FLOWS DU R I N G  A P E R I O D  AND AL L
^ H e n d r i k s e n , o p . c i t . ,  p p . 1 0 4 - 1 0 5 .
I b i d . .  p . 1 0 6 .
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CHANGES I N V A L U E S  R E S U L T I N G  FROM CHANGES I N  E X P E C T A T I O N S .
M a r k e t  v a l u a t i o n . A s  a n  a l t e r n a t i v e  t o  p u r e  e c o n o m i c  i n c o m e ,
A F I R M  CAN REPORT AS I NCOME THE D I F F E R E N C E  BETWEEN THE MARKE T  V A L U E
( S E L L I N G  P R I C E S )  OF I T S  NE T  A S S E T S  AT THE B E G I N N I N G  AND END OF A
10
P E R I O D  A D J U S T E D  FOR C A P I T A L  T R A N S A C T I O N S .
T h e  m a r k e t  v a l u a t i o n  m e t h o d  i s  a n  o p p o r t u n i t y  c o s t  a p p r o a c h ,
S I N C E  MARKET  V A L UE S  A P P A R E N T L Y  R E P R E S E N T  WHAT THE A S S E T S  COULD BE 
EXCHANGED FOR I N THE M A R K E T .  MA RK E T  V A L U E S ,  HOWEVER,  ARE U S U A L L Y  
L E S S  THAN C A P I T A L I Z E D  V A L U E S  OR THE B U S I N E S S  E N T E R P R I S E  WOULD B E N E F I T  
FROM S E L L I N G  I T S  A S S E T S  I N  THE M A R K E T .  THE D I F F E R E N C E  BETWEEN T HE S E  
TWO V A L UES  W I L L  NOT BE S I G N I F I C A N T  TO THE E X T E N T  THAT E X P E C T A T I O N S  
AND D I S C O U N T  RATES OF THE MARKET  ARE THE SAME AS THOSE OF THE F I R M .
| F  T H E Y  ARE THE S A M E ,  THE CAUSE FOR D I F F E R E N C E  W I L L  BE COS T  OF S A L E  
AND T R A N S F E R .
S t o c k  m a r k e t  p r i c e  v a l u a t i o n . A s a n  a l t e r n a t i v e  t o  t h e  p r e ­
c e d i n g  MET HOD,  INCOME FOR THE F I R M  CAN BE O B T A I N E D  BY U S I N G  THE 
EXCHANGE MA R K E T  P R I C E  OF THE F I R M ' S  C A P I T A L  S T O C K .  T o  THE EX T E NT  
T H A T  I N V E S T O R S  I N THE MA RK E T  HAVE THE SAME E X P E C T A T I O N S  AS THE F I R M  
RE G A RD I N G  CASH R E C E I P T S  AND THE D I S C O U N T  R A T E ,  T H I S  METHOD W I L L
R E S U L T  I N A P P R O X I M A T E L Y  THE SAME I NCOME F I G U R E  AS THE PURE ECONOMI C 
11 .
I NCOME M E T HO D.  I f  THERE I S A D I F F E R E N C E  BETWEEN THE TWO INCOME
C ON C E P T S ,  I T  I S  BECAUSE THE STOCK MA RK E T  V A L U A T I O N  METHOD DOES NOT 
P R O V I D E  FOR A C O R R E C T I O N  OF THE P R I O R  YEAR BASE V A L U E .
] B I D . ,  P . 1 0 7 .
I b i d . ,  p . 1 0 8 .
A c c o u n t i n g  I n c o m e  C o n c e p t
A c c o u n t i n g  i n c o m e  i n v o l v e s  r e c o r d i n g  a s s e t  a n d  l i a b i l i t y
CHANGES WHI CH R E S U L T  FROM T R A N S A C T I O N S ,  T h e  TERM T R A N S A C T I O N S  I S
USED I N  THE BROADEST SENSE j  T H E R E F O R E ,  I T  IINCIi-lADES BOTH I N T E R N A L  AND
E X T E R N A L  E V E N T S .  I N T E R N A L  T R A N S A C T I O N S  R E S U L T  FROM THE C O N V E R S I O N
OR USE OF A SS E T S W I T H I N  THE B U S I N E S S  E N T E R P R I S E  W H I L E  E X T E R N A L  TRA NS
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A C T I O N S  A R I S E  FROM D E A L I N G  W I T H  P A R T I E S  O U T S I D E  THE F I R M .
I n c o m e ,  t h e r e f o r e ,  r e s u l t s  f r o m  t h o s e  c h a n g e s  i n  a s s e t s  a n d
L I A B I L I T I E S  WHI CH ARE RECORDED FOR A P A R T I C U L A R  P E R I O D .  To  THE 
E XT E NT  T H A T  THE T R A N S A C T I O N S  WHI CH ARE RECORDED I N C L U D E  A NY  I N CR EA S E 
OR DE CRE A SE  I N A S S E T S  ( OR I N C R E A S E  OR DE CRE A SE  I N  L I A B I L I T I E S ) ,  AC­
C O UN T I NG  INCOME AND PURE ECONOMI C I NCOME W I L L  Y I E L D  I D E N T I C A L
1 3
R E S U L T S .  T h i s  A S S U M E S ,  OF COUR S E ,  t h a t  t h e  c h a n g e  i n  g o i n g  v a l u e  
FOR EACH P E R I O D  I S  RECORDED I N THE A C C O U N T I N G  I NCOME A P P R O A C H .
T h i s  c o n c e p t  o f  a c c o u n t i n g  i n c o m e  i s  v e r y  b r o a d  a n d ,  t h e r e f o r e
DOES NOT I N C L U D E  A NY  S P E C I F I C  RECOMME NDA T I ONS  P E R T A I N I N G  TO T I M I N G  
AND MEASUREMENT OF ANY OF THE COMPONENTS OF I NCOME D E T E R M I N A T I O N .
I N  T H I S  MANNER THE TWO I NCOME CONCEPTS CAN BE COMPARED AS TO T H E I R  
BROAD FRAMEWORKS.
COMPARI  SON
S i n c e  a c c o u n t i n g  a n d  p u r e  e c o n o m i c  i n c o m e  y i e l d  t h e  s a m e  e n d
R E S U L T S ,  I N  THE BROAD S E NS E THE ONLY D I F F E R E N C E  BETWEEN THE TWO I S 
A P P A R E N T L Y  I N  THE P R E S E N T A T I O N  OF THE R E S U L T S .
A c c o u n t i n g  i n c o m e ,  o r  t h e  t r a n s a c t i o n  a p p r o a c h ,  b r e a k s  u p  i n t o  
^ I b i p . . p . 1 1 0 .
1 ^ A l e x a n d e r ,  _op .  c i t . .  p p .  1 5 5 - 1 5 6 .
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I N D I V I D U A L  PARTS THE CHANGE I N  WEALTH FOR A P A R T I C U L A R  P E R I O D  WHI L E  
PURE ECONOMI C I NCOME DOES N O T .  THAT I S ,  PURE ECONOMI C I NCOME DOES 
P R O V I D E  A MEASURE OF C A P I T A L  M A I N T E N A N C E ;  HOWEVER,  I T  DOES NOT D I S ­
CLOSE J U S T  HOW C A P I T A L  IS OR I S  NOT B E I N G  M A I N T A I N E D .  IN OTHER 
WORDS,  THE GROSS RESULTS P RESE NTE D I N THE ECONOMI C INCOME APPROACH 
DO NOT D I S C L O S E  WHETHER THESE RESULTS CAN BE A T T R I B U T E D  TO MANAGED 
MENT OR TO P U R E L Y  F ORTUI T OUS  C I R C U M S T A N C E S .  A C C OR D I N G  TO H E N D R I K S E N ,  
PURE ECONOMI C I NCOME " .  . . DOES NOT P R O V I D E  I N F O R M A T I O N  U S E F U L
E I T H E R  FOR M E A S U R I N G  MANAGEMENT E F F I C I E N C Y  OR FOR P R E D I C T I V E  P UR -
1 4
p o s e s . "  T h e r e f o r e ,  a c c o r d i n g  t o  He n d r i k s e n ,  a t  t h i s  l e v e l  o f
A N A L Y S I S  PURE ECONOMI C I NCOME HAS T H I S  CONCEPTUAL D I S A D V A N T A G E .
T h e  o t h e r  m e t h o d s  o f  a s c e r t a i n i n g  e c o n o m i c  i n c o m e  ( m a r k e t
V A L U A T I O N  AND S T O C K  MARKET P R I C E  V A L U A T I O N )  A P P A R E N T L Y  Y I E L D  THE 
SAME CONCEPTUAL D I S A D V A N T A G E .  THESE METHODS ARE A P P A R E N T L Y  E A S I E R  
TO COMPUTE THEN PURE ECONOMI C I NCOME,  BUT THEY ALS O HAVE A D D I T I O N A L  
D I S A D V A N T A G E S .
T h e  MAJOR D I S A D V A N T A G E  OF THE MA RK E T  V A L U A T I O N  METHOD I S  THE 
ABSENCE OF A RE A D Y  MARKET FOR MANY OF THE ASSETS OF THE B U S I N E S S  
E N T E R P R I S E .  THE ONL Y  O B T A I N A B L E  VAL UES FOR MANY A S S E T S  ARE L I Q U I D A ­
T I O N  OR F O R C E D - S A L E  VALUES W H I C H  ARE NOT WHAT I S NEEDED TO COMPUTE 
A C A P I T A L I Z E D  V A L U E .  As  A R E S U L T ,  REPORTED INCOME WOULD RE PRE S ENT
1 5
L I Q U I D A T I O N  V A L U E S  RATHER T HAN C O N T I N U I T Y  V A L U E S .
T h e  STOCK MARKET  P R I C E  V A L U A T I O N  METHOD Y I E L D S  THE A D D I T I O N A L  
D I S A D V A N T A G E  T H A T  STOCK MARKET  P R I C E S  ARE " . . .  A F F E C T E D  BY E XT E RNAL
^ H e n d r i k s e n ,  _op.  c i t . . p .  1 0 7  
1 5 I b i d , .  p .  1 0 7 .
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AND C A P R I C I O U S  F A C T O R S .  T H U S ,  T H I S  METHOD WOULD I N C L U D E  S PE CU­
L A T I V E  G A I N S  OR LOSSES AS PART OF I N C O M E .
Wh i l e  e c o n o m i c  i n c o m e  h a s  v a l u e  a s _ a n  e c o n o m i c  c o n c e p t  o f
I NCOME,  I T  A P P E A R S  THAT T HE T R A N S A C T I O N S  APP ROA CH I S MORE U S E F U L  
FOR PURPOSES OF P R E S E N T I N G  F I N A N C I A L  I N F O R M A T I O N  TO I T S  MA NY  D I V E R S E  
U S E R S .
AS NO REC OMME N DAT I ONS WERE P RE S E N T E D  I N  THE P R E C E D I N G  CON­
C E R N I N G  THE COMPONENTS OF I NCOME D E t E R M I  NAT t O N ,  I T  AP P E A R S  A P P R O P R I A T E  
AT  T H I S  STAGE TO DEDUCE A STANDARD P E R T A I N I N G  TO REVENUE R E C O G N I T I O N .
Re v e n u e  S t a n d a r d
T h e  t e r m  r e v e n u e  n e e d s  t o  b e  d e f i n e d  b e c a u s e  m a n y  a c c o u n t a n t s  
a n d  p r o f e s s i o n a l  o r g a n i z a t i o n s  d e f i n e  i t  i n  d i f f e r e n t  w a y s . A MAJ OR
CAUSE FOR T HES E  V A R I O U S  USES OF THE TERM IS T H A T  MOST D E F I N I T I O N S  OF 
REVENUE A L S O I N C L U D E  REC OMMEN DA T I ONS  P E R T A I N I N G  TO THE T I M I N G  AND 
MEASUREMENT  OF RE V E N U E .
F o r  E X A M P L E ,  THE A M E R I C A N  A C C O U N T I N G  A S S O C I A T I O N  S T A T E S :
" R e v e n u e ,  t h e  p r i n c i p a l  s o u r c e  o f  r e a l i z e d  n e t  i n c o m e ,  i s  t h e  m o n e ­
t a r y  E X P R E S S I O N  OF THE AGGREGATE OF PRODUCTS OR S E R V I C E S  T R A N S F E R R E D
, . 1 7  „
BY AN E N T E R P R I S E  TO I TS  CUSTOMERS D U R I N G  A P E R I O D  OF T I M E .  b
S p r o u s e  a n d ' M o o n i t z  d e f i n e  r e v e n u e  a s  " .  . . t h e  i n c r e a s e  i n  t h e
NET A S S E T S  OF AN E N T E R P R I S E  AS A R E S U L T  OF THE P R O D U C T I O N  OR D E L I V E R Y  
1b  I B I D . .  P . 1 0 8 .
^ ^ A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  A c c o u n t i n g  a n d  Re p o r t i n g  
S t a n d a r d s  f o r  C o r p o r a t e  F i n a n c i a l  S t a t e m e n t s  a n d  P r e c e d i n g  S t a t e ­
m e n t s  a n d  S u p p l e m e n t s  ( C o l u m b u s ,  Oh i o : A m e r i c a n  A c c o u n t i n g
A s s o c i a t i o n ,  1 9 5 7 ) ,  p .  5 .
1,18 „
OF GOODS AND THE R E N D E R I N G  OF S E R V I C E S .  RE V E N U E ,  A C C O R D I N G  TO THE
A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  " ,  . . r e s u l t s
FROM THE S A L E  OF GOODS AND THE R E N D E R I N G  OF S E R V I C E S  AND I S  MEAS­
URED BY THE CHARGE MADE TO C U ST OMERS ,  C L I E N T S ,  OR T E N A N T S  FOR GOODS
„  1 9  .
AND S E R V I C E S  F U R N I S H E D  TO T HE M.  A L L  OF T H E S E  D E F I N I T I O N S  OF
REVENUE I N C L U D E  SOME R E C OM M E N D A T I O N  D E A L I N G  W I T H  T I M I N G  AND MEAS­
U R E ME NT .
Bo t h  t i m i n g  a n d  m e a s u r e m e n t  o f  r e v e n u e  a r e  c e r t a i n l y  l e g i t i m a t e
PROBL EM AREAS I N  A C C O U N T I N G  T HE ORY  AND SHOULD BE APPROACHED W I T H O U T  
P R E J U D I C E ^  T H A T  I S ,  T H E Y  SHOULD BE C O N S I D E R E D  SEP ARA TE AND D I S T I N C T  
FROM THE C H A R A C T E R I S T I C S  OF REVENUE AND FROM WHAT C O N S T I T U T E S  
R E V E N U E .
C h a r a c t e r i s t i c s  o f  r e v e n u e . Re v e n u e ,  b y  n a t u r e ,  i s  a  p h e ­
n o m e n o n . I t  I S  THAT  O B S E R V A B L E  E V E N T  OF a  B U S I N E S S  E N T E R P R I S E  WH I C H  
D E A L S  WI TH THE B U S I N E S S  PROCESS FOR A P A R T I C U L A R  P E R I O D  OF T I M E .
T h e r e f o r e ,  r e v e n u e  i s  t h e  p r o d u c t  o r  p r i m a r y  f u n c t i o n  o f  a n  o r g a n i ­
z a t i o n . T h e  b u i l d i n g s ,  e q u i p m e n t ,  p e r s o n n e l ,  a n d  o t h e r  a s s e t s  a r e
THE P H Y S I C A L  R E P R E S E N T A T I O N S  OF THE I N T A N G I B L E  O R G A N I Z A T I O N  AND THE  
GOODS OR S E R V I C E S  OF THE O R G A N I Z A T I O N  ARE THE P H Y S I C A L  REPRESENT- AT TONS 
OF THE P R I M A R Y  F U N C T I O N  OF THE O R G A N I Z A T I O N .  I t  A P P E A R S ,  T H E R E F O R E ,  
T H A T  REVENUE I S  THE PROCESS OF C R E A T I N G  P O T E N T I A L  U T I L I T Y  I N  THE
^ R o b e r t  T .  S p r o u s e  a n d  Ma u r i c e  Mo o n i t z ,  " A  T e n t a t i v e  S e t  o f  
B r o a d  A c c o u n t i n g  P r i n c i p l e s  f o r  Bu s i n e s s  E n t e r p r i s e s , "  A c c o u n t i n g  
Re s e a r c h  S t u d y  No . 3  { N e w  Yo r k : Am e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  
Pu b l i c  A c c o u n t a n t s ,  1 9 6 2 ) ,  p .  4 6 .
1 Q
' ^ A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  Pu b l i c  A c c o u n t a n t s ,
A c c o u n t i n g  R e s e a r c h  a n d  T e r m i n o l o g y  B u l l e t i n s . F i n a l  E d i t i o n  
( N e w  Y o r k : A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,
1 9 6 1 ) ,  p .  3 4  o f  T e r m i n o l o g y  B u l l e t i n s .
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FORM OF GOODS OR S E R V I C E S .  I N  OTHER WORDS,  THE M A N U F A C T U R I N G  OF 
GOODS OR THE R E N D E R I N G  OF S E R V I C E S  I S AN A T T E M P T  TO CREATE THE 
MEANS OF WANT S A T I S F A C T I O N .  THE PROCESS REFERRED TO ABOVE I N C L U D E S  
THE I NCURRENCE OF A L L  COSTS TO MA NUFA CTURE THE GOODS OR RENDER THE
t
S E R V I C E S  PLUS THE V A L U E  ADDED R E S U L T I N G  FROM THE P A R T I C U L A R  COM­
B I N A T I O N  OF RE S OUR CES .
P a t o n  a n d  L i t t l e t o n  d e f i n e  r e v e n u e  a s  " .  . . t h e  p r o d u c t  o f  
20
t h e  e n t e r p r i s e  . . . A c c o r d i n g  t o  He n d r i k s e n ,  " T h e  c o n c e p t  o f
REVENUE I S A FLOW P ROCESS— THE C R E A T I O N  OF GOODS OR S E R V I C E S  BY AN
21
E N T E R P R I S E  DURI NG A S P E C I F I C  I N T E R V A L  OF T I M E . "  A L L  OF THESE
D E F I N I T I O N S  ARE N E U T R A L  BECAUSE T H E Y  MAKE NO RECOMMENDAT I ONS PER­
T A I N I N G  TO MEASUREMENT AND T I M I N G .  T H E R E F O R E ,  T HEY  A P P EA R TO 
D E F I N E  REVENUE MORE A P P R O P R I A T E L Y  THEN THE D E F I N I T I O N S  PRESE NTE D 
E A R L I E R .
C o m p o n e n t s  o f  r e v e n u e . I f  r e v e n u e  i s  d e f i n e d  a s  t h e  p r i m a r y
F U N C T I O N  OF THE F I R M ,  SOME D E C I S I O N  NEEDS TO BE MADE CONCERN I NG 
WHAT I S  TO BE I N C L U D E D  I N  R E V E N U E .  THE SAME PROBLEM FACED I N  DE­
F I N I N G  THE TERM I S  ENCOUNTERED A G A I N  I N  A T T E M P T I N G  TO D E T E R M I N E  
WHAT C O N S T I T U T E S  R E V E N U E .  T HERE E X I S T S  NO GE NE RA L  CONCENSUS CON­
C E R N I N G  WHAT SHOULD BE I N C L U D E D .  A F T E R  R E F I N E M E N T ,  HOWEVER,  D I V E R S E  
O P I N I O N S  CAN BE C A T E G O R I Z E D  I N T O  TWO P O S I T I O N S !  ( l )  A B E L I E F  T HA T  
REVENUE SHOULD I N C L U D E  THE GROSS I NFLOW FROM THE S A L E  OF I N V E N T O R Y ,  
G A I N S  ( L O S S E S )  R E S U L T I N G  FROM THE SAL E OR EXCHANGE OF ASS E T S  OTHER 
T HAN I N V E N T O R Y ,  I N T E R E S T  AND D I V I D E N D S  ON I N V E S T M E N T S ,  AND ANY OTHER
  --------------------------------
^ P a t o n  a n d  L i t t l e t o n ,  _o p .  c i t . , p .  4 6 .
H e n d r i k s e n ,  _ o p .  c i t . , p .  1 7 8 .
I NCREASES I N OWNERS1 E Q U I T Y  E X C E P T  C A P I T A L  A D J U S T M E N T S j  AND ( 2 )
AN O P I N I O N  THAT REVENUE SHOULD I NCL UDE ONL Y  THOSE I NFLOW I TEMS
2 3
D E A L I N G  W I T H  THE P R I M A R Y  O P E R A T I O N S  OF THE B U S I N E S S .
W i t h  t h e  n a t u r e  o f  r e v e n u e  d e f i n e d  a s  t h e  p r o d u c t  o r  p r i m a r y
F U N C T I O N  OF AN O R G A N I Z A T I O N ,  I T  APPEARS T H A T ,  TO BE C O N S I S T E N T ,  
REVENUE SHOULD I N C L U D E  ONLY THOSE I NFLOW I TEMS WHI CH ARE THE RESUL T  
OF THE NORMAL O P E R A T I O N S  OF THE F I R M .  T H U S ,  REVENUE I S USED I N  THE 
NARROW SENSE BUT NOT SO NARROW AS TO EXCLUDE ” . . .  THE E N T I R E  RANGE 
OF GOODS OR S E R V I C E S  F URN I S H E D  TO CUSTOMERS OR P A T R O N S ,  REGARDLESS 
OF THE R E L A T I V E  AMOUNT OF THE P A R T I C U L A R  FACTOR OR OF THE F L U C T U -
t . 2 4
A T I O N S  I N  SUCH AMOUNT.
T h i s  a p p r o a c h  t o  r e v e n u e  d o e s  n o t  i m p l y  t h a t  t h e  i t e m s  e x ­
c l u d e d  FROM REVENUE ARE NOT A PART OF I NCOME .  I N  F A C T ,  T H E Y  ARE A 
PART OF I NCOME I N  THE BROAD SENS E BUT DO NOT C O N S T I T U T E  A PART OF 
O P E R A T I N G  I NCOME;  T HA T  I S ,  T HA T  INCOME R E S U L T I N G  FROM REVENUE  
TRANSACT  I O N S .
A d d i t i o n a l l y ,  t h e  p r e c e d i n g  a p p r o a c h  t o  r e v e n u e  d o e s  n o t  m a k e
ANY RECOMMENDATI ON W I T H  RESPECT TO WHI CH I TEMS OF INCOME SHOULD BE 
I NCLUDED ON THE I NCOME S T A T E M E N T .  E I T H E R  THE CURRENT O P E R A T I N G  
PERFORMANCE OR THE A L L - I N C L U S I V E  CONCEPTS OF R E P O RT I NG  I NCOME MAY 
BE USED AND S T I L L  M A I N T A I N  A C O N S I S T E N T  APPROA CH.  HOWEVER,  UNDER 
E I T H E R  METHOD,  THE REVENUE COMPONENT OF REPORTED NET INCOME W I L L  
EMBODY ONL Y THOSE I TEMS OF I NCOME WHI CH REPRESENT THE PRODUCT OR 
P R I M A R Y  F U N C T I O N  OF THE E N T E R P R I S E  FOR THE P E R I O D  OF T I M E  I N
^ A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  l q c . c i t . 
2 3 Ame r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  l q c . c j r r .
2 4 P a T o n  a n d  L i t t l e t o n ,  j d p .  c i t . , p .  4 8 .
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QUEST I ON.
Re c o g n i t i o n  o f  Re v e n u e
W i t h  t h e  n a t u r e  o f  r e v e n u e  d e f i n e d  a n d  c o m p o n e n t s  o f  r e v e n u e
S P E C I F I E D ,  THE PROBLEMS OF MEASUREMENT AND T I M I N G  OF REVENUE MAY 
BE C O N S I D E R E D .
Me a s u r e m e n t . T he e x c h a n g e  v a l u e  o f  t h e  p r o d u c t  o r  s e r v i c e  o f
THE B U S I N E S S  E N T E R P R I S E  I S THE PROPER MEASURE OF RE V E N U E .  I N ORDER 
TO PROVI DE A U N I F O R M B A S I S  FOR RECORDI NG EXCHANGE V A L U E ,  ACCOUNT­
ANTS USE THE MONETARY U N I T  AS A COMMON D E N O M I N A T O R .  I N  A D D I T I O N ,  
THE A S S U M P T I O N  I S  MADE I N CURRENT A CC OU NT I N G P R A C T I C E  T HA T  THE
2 5  .
MONETARY U N I T  I S S T A B L E .  AL T HOUGH P R I C E - L E V E L  CHANGES ARE KNOWN
TO E X I S T ,  S T A B L E  P R I C E S  ARE USED FOR REASONS OF E X P E D I E N C Y  BUT
S O L U T I O N S  TO T H I S  PROBLEM ARE P R E S E N T L Y  B E I N G  C O NS I DE R E D I N CURRENT
L I T E R A T U R E .  HOWEVER,  THE PROBLEM OF REVENUE R E C O G N I T I O N  CAN BE
2 6
CONSI DERED W I T H O U T  ALSO C O N S I D E R I N G  THE P R I C E - L E V E L  Q U E S T I O N .
T h e r e f o r e ,  n o  a n a l y s i s  w i l l  b e  m a d e  o f  t h a t  s e p a r a t e  a n d  d i s t i n c t
PROBL EM.
j *
T l M I N G . A STANDARD FOR T I M I N G  OF REVENUE W I L L  I NCL UDE THE 
C R I T E R I A  WHI CH S I G N A L S  REVENUE R E C O G N I T I O N .  R E C O G N I T I O N ,  I N T H I S  
C O NT E X T ,  REFERS TO THE ACT OF RECORDI NG ECONOMI C EVENTS I N THE 
ACCOUNTS OF A B U S I N E S S  E N T E R P R I S E  AS A PART OF O P E R A T I N G  I NCOME.
P r e s u m a b l y ,  o n e  o f  t h e  p r i m a r y  o b j e c t i v e s  o f  a  b u s i n e s s
E N T E R P R I S E  I S  TO CREATE U T I L I T Y  I N THE FORM OF GOODS OR S E R V I C E S
25^ e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  Pu b l i c  A c c o u n t a n t s ,  o p . 
c i t . . p .  6 9  o f  Re s e a r c h  Bu l l e t i n s .
2®R e e o  K .  S t o r e y ,  " C a s h  Mo v e m e n t s  a n d  Pe r i o d i c  I n c o m e  De t e r ­
m i n a t i o n , "  J | he_ J I £ c o u n t j j \ I G_R^  XXXV ( J u l y ,  I 9 6 0 ) ,  4 5 4 .
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AND HAVE T H I S  ACT  ACKNOWLEDGED BY THE M A R K E T .  T H I S  U T I L I T Y  OR
ECONOMI C V A L UE  I S  CREATED I N A C O N T I N U O U S  PROCESS WHI CH B E G I N S  W I T H
THE A C C U M U L A T I O N  OF THE FACTORS OF P R O D U C T I O N  AND ENDS W I T H  THE
S A L E  OF THE P RO DU CT .  A P P A R E N T L Y  T HE N,  REVENUE I S EARNED THROUGHOUT
2 8
THE FLOW OF B U S I N E S S  A C T I V I T Y .
T h e r e f o r e ,  p r o b l e m s  d e a l i n g  w i t h  r e v e n u e  t i m i n g  a r e  c a u s e d  b y
THE USE OF TWO A C C O U N T I N G  C O N V E N T I O N S — THE A C C O U N T I N G  P E R I O D  AND 
C O N T I N U I T Y .  T h a t  I S ,  THE FLOW OF B U S I N E S S  A C T I V I T Y  I S  B E L I E V E D  TO 
HAVE A LONG C O N T I N U I T Y ;  AND ,  AS A R E S U L T ,  D E C I S I O N S  R E L A T I N G  TO T H I S
2 9
A C T I V I T Y  CANNOT A W A I T  THE U L T I M A T E  OUTCOME.
Pa r t i e s  i n t e r e s t e d  i n  a c c o u n t i n g  i n f o r m a t i o n  r e q u i r e  p e r i o d i c
I N F O R M A T I O N  R E P O R T I N G  RES UL T S  OF O P E R A T I O N S  SO T H E Y  CAN GAUGE THE 
PROGRESS MADE BY THE F I R M .  I F  T HES E  P E R I O D I C  " T E S T  R E A D I N G S 1' WERE 
NOT R E Q U I R E D ,  THERE WOULD NOT BE A T I M I N G  P R O B L E M .
Wh e n  s h o u l d  r e v e n u e  be  r e c o g n i z e d ? P r e s u m a b l y  t h e  f i r s t
C R I T E R I O N  FOR REVENUE R E C O G N I T I O N  SHOULD S T A T E  T HA T  REVENUE MUST BE
3 0
EARNED BEFORE I T  CAN BE RECORDED AS PART OF O P E R A T I N G  I N C O M E .
31
Re v e n u e  i s  t h e  r e w a r d  f o r  p e r f o r m a n c e . T h e r e f o r e ,  t h e r e  i s
A P P A R E N T L Y  NO T H E O R E T I C A L  J U S T I F I C A T I O N  FOR R E C O G N I Z I N G  REVENUE 
BEFORE I T  HAS BE E N E A R N E D ,  TO DO SO I S TO BASE R E C O G N I T I O N  ON 
E X P E D I E N C Y .
T i m i n g  o f  r e v e n u e  r e c o g n i t i o n  a n d  m e a s u r e m e n t  o f  r e v e n u e  a r e
^ A m e r i c a n  A c c o u n t i n g  As s o c i a t i o n ,  . o p .  c i t . . p .  2  
2 8 H E N D R I K S E N ,  O P .  C I T . ,  P .  1 3 1 .
2 9 Pa t o n  a n d  L i t t l e t o n ,  .o p . c i t . , p .  1 4 .
8 ®S p r o u s e  a n d  Mo o n i t z ,  .o p . c i t . , p . 4 7 .
J o h n  H. Me y e r s ,  " T h e  C r i t i c a l  Ev e n t  a n d  Re c o g n i t i o n  o f  Ne t  
P r o f i t , "  T he  A c c o u n t i n g  Re v i e w , X XXIV  ( O c t o b e r ,  1 9 5 9 ) ,  5 2 9 .
A P P A R E N T L Y  C L O S E L Y  R E L A T E D .  MOST A C C O U N T I N G  T H E O R I S T S  I N D I C A T E  T HA T  
REVENUE SHOULD NOT BE RECORDED I N THE ACCOUNTS U N T I L  THE AMOUNT OF
3 2
REVENUE CAN BE MEASURED W I T H  SOME DEGREE OF O B J E C T I V I T Y .  OBJ EC­
T I V I T Y  I S  A R E L A T I V E  TERM A N D ,  AS A R E S U L T ,  THE O P I N I O N S  CONCE RNI NG 
O B J E C T I V E  MEASUREMENT HAVE RESOLVED I NT O B A S I C A L L Y  TWO P O S I T I O N S .
F i r s t ,  s o m e  a c c o u n t i n g  t h e o r i s t s  s t a t e  t h a t  a n  o b j e c t i v e  m e a s u r e ­
m e n t  o f  r e v e n u e  c a n  o n l y  r e s u l t  w h e n  t h e  e v i d e n c e  u s e d  c o m e s  f r o m
AN EXCHANGE T R A N S A C T I O N  BETWEEN AN I N D E P E N D E N T  P A RT Y  AND THE E N T I T Y
3 3
I N  Q U E S T I O N .  T h e  OTHER P O S I T I O N  S T A T E S  T H A T  AN O B J E C T I V E  MEASURE
OF REVENUE CAN R E S U L T  WHEN THE E V I D E N C E  USED COMES FROM A MARKET 
T R A N S A C T I O N  WHI CH DOES NOT N E C E S S A R I L Y  I N V O L V E  THE E N T I T Y  I N QUES­
T I O N  AS LONG AS ANOTHER COMPETENT I N V E S T I G A T O R  WOULD A R R I V E  AT
34
S U B S T A N T I A L L Y  THE SAME R E S U L T S .
TO BE O B J E C T I V E ,  ONE MUST V I E W  E V E N T S ,  PHENOMENA,  AND I DEAS 
AS E X T E R N A L  AND A P A R T  FROM S E L F - C O N S C I O U S N E S S .  T H U S ,  TO BE O B J E C -
3 5  ,
T I V E  I S  TO BE D E T A C H E D ,  I M P E R S O N A L ,  AND U N P R E J U D I C E D .  A P P A R E N T L Y
T H E N ,  " S O ME  DEGREE OF O B J E C T I V I T Y 1' E X I S T S  I N  BOTH OF THE P O S I T I O N S  
P R ES E NT E D ABOVE BECAUSE THE I N D I V I D U A L  PERF ORMI NG'  THE MEASURE CAN 
BE U N B I A S E D .  | N  F A C T ,  THE MEASURER CAN A T T A I N  THE SAME L E V E L  OF
^ S e e  f o r  e x a m p l e PPa t o n  a n d  L i t t l e t o n ,  .o p . c i t . . p .  5 3 ;  
S p r o u s e  a n d  Mo o n i t z ,  _o p . c i t . , p . 4 7 ;  C h a r l e s  T .  Ho r n g r e n ,  " H ow 
S h o u l d  We I n t e r p r e t  t h e  Re a l i z a t i o n  C o n c e p t ? "  T h e  A c c o u n t i n g  
Re v i e w , XL ( A p r i l ,  1 9 6 5 ) ,  3 2 7 ;  Am e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  
o p . c i t . ,  p , 3 .
3 3 " T he  r e a l i z a t i o n  C o n c e p t . "  T he  A c c o u n t i n g  Re v i e w , XL 
( A p r i l ,  1 9 6 5 ) ,  3 1 5 .
^ M a u r i c e  Mo o n i t z ,  T h e  Ba s i c  Po s t u l a t e s  o f  A c c o u n t i n g  ( N ew 
Yo r k : Am e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  Pu b l i c  A c c o u n t a n t s ,  1 9 6 1 ) ,
p .  4 2 .
^ W e b s t e r ' s  New C o l l e g i a t e  D i c t i o n a r y  ( S p r i n g f i e l d ,  M a s s a ­
c h u s e t t s :  G.  &. C .  M e r r i a m  C o . ,  1 9 6 1 ) ,  p .  5 7 9 .
O B J E C T I V I T Y  I N E I T H E R  S I T U A T I O N .  T H A T  I S ,  HE CAN BE J U S T  AS D E T A C H E D ,  
I M P E R S O N A L ,  AND U N P R E J U D I C E D  U S I N G  E V I D E N C E  FROM A M A R K E T  TRANS­
A C T I O N  I N V O L V I N G  THE COMPANY I N  Q U E S T I O N  AND AN I N D E P E N D E N T  P A R T Y  
OR A MARKET  T R A N S A C T I O N  NOT I N V O L V I N G  THE E N T I T Y  I N Q U E S T I O N .
T h e  m a i n  c o n t r o v e r s y  t h e n  i n  t h e  a c c o u n t i n g  p r o f e s s i o n  c o n ­
c e r n i n g  REVENUE R E C O G N I T I O N  A P P A R E N T L Y  RE V O L V E S  AROUND THE DEGREE  
OF C E R T A I N T Y  OF THE ACKNOWLEDGMENT BY THE MA RK E T  T HA T  U T I L I T Y  WAS 
CREATED I N THE FORM OF GOODS OR S E R V I C E S  BY THE E N T E R P R I S E ;  I N  
OTHER WORDS,  WHETHER REVENUE SHOUL D BE R E C O G N I Z E D  AS P A R T  OF 
O P E R A T I N G  I NCOME P R I O R  TO S A L E  OR AT  THE T I M E  OF S A L E .  REVENUE  
COU L D ,  OF COURS E ,  BE R E C O G N I Z E D  SUB S E QU E NT  TO SAL E BUT T H I S  I S A 
PROBLEM CONCERNED W I T H  C O L L E C T A B I L I T Y  RATHER THAN A CKNOWLEDGMENT.
P e r h a p s  t h e  t e r m  " v e r i f i a b l e  c e r t a i n t y "  s h o u l d  b e  u s e d  t o
G I V E  P E R S P E C T I V E  TO T H I S  P ROB L E M.  " V E R I F I A B L E  C E R T A I N T Y "  REFERS 
TO THE DEGREE TO WHI CH S O M E T H I N G  CAN BE PROVED TO BE T RUE OR F A L S E .
Wh e n  t h e  a c c o u n t a n t  m a k e s  a  d e c i s i o n  t o  r e c o g n i z e  o r  n o t
RE C O G N I Z E  R E V E N U E ,  HE W I L L  ENCOUNTER THE SAME D I F F I C U L T Y  ENCOUNTERED 
BY A L L  D E C I S I O N - M A K E R S .  THAT  I S ,  HE W I L L  ENCOUNTER T HE ELE ME NTS OF 
F A CT  AND V A L U E  I N  D E C I S I O N - M A K I N G .  BURKE S A Y S  THAT " A  R A T I O N A L  
D I A G N O I S I S  OF I N F O R M A T I O N  I S F A C I L I T A T E D  WHERE THERE I S  A S E GRE GA -
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T I O N  OF F A C T U A L  FROM V A L U E  P R E M I S E S . "  T H E R E F O R E ,  I F  F A CT UA L  AND
V A L U E  P R E M I S E S  ARE NOT D I S T I N G U I S H E D  THE DEGREE OF C E R T A I N T Y  OF THE 
E X I S T E N C E  OF REVENUE I S D I F F I C U L T  TO A S C E R T A I N .
T h e  v a l u e  p r e m i s e  i n  d e c i s i o n - m a k i n g  i n d i c a t e s  t h a t  t h e
3 & E d w a r d  J .  B u r k e ,  " O b j e c t i v i t y  a n d  A c c o u n t i n g . "  T h e  
A c c o u n t i n g  Re v i e w , X X X IX  ( O c t o b e r ,  1 9 6 4 ) ,  8 3 9 .
I N F O R M A T I O N  CHOSEN DOES NOT N E C E S S A R I L Y  P R O V I D E  I N F O R M A T I O N  CON­
C E R N I N G  R E A L I T Y .  T HE VAL UE P R E M I S E  ( l . E .  VAL UE J U D G M E N T S )  D OE S ;  
HOWEVER;  I N D I C A T E  S O M E T H I N G  A B O U T  THE PERSONAL  O P I N I O N S  C ONC E RNI NG 
THE V A L U E  OF ONE T H I N G  OR A NOT HER OF T HE I N D I V I D U A L  P R E S E N T I N G  THE
I N F O R M A T I O N .  T H E R E F O R E ;  I N F O R M A T I O N  W H I C H  DOES NOT DEAL  W I T H
3 7
R E A L I T Y  I S NOT S U B J E C T  TO E M P I R I C A L  V E R I F I C A T I O N .
T h e  F A CT UA L  P R E M I S E  I N D I C A T E S  T H A T  THE I N F O R M A T I O N  I N  QUES­
T I O N  MUST BE BASED UPON F A C T ;  T HA T  I S ;  THE I N F O R M A T I O N  COMMUNI CATED 
REFERS TO THE WORLD OF R E A L I T Y .  HOWEVER;  T H I S  DOES NOT I M P L Y  T HA T  
J U S T  BE CAUSE THE I N F O R M A T I O N  C O N T A I N S  F A C T S  T HAT  I T  I S T R U E .  UN V E R l  
F I  ED F ACT S CAN ONLY E X I S T  OR NOT E X I S T  A N D ;  T H E R E F O R E ;  T H E Y  CANNOT
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BE C A L L E D  TRUE OR F A L S E .
I n f o r m a t i o n  e m b o d y i n g  f a c t s  a r e ,  h o w e v e r ,  c a l l e d  o b s e r v a t i o n s ;
T HA T  I S ,  S T A T E M E N T S  WHI CH CAN BE D E T E R M I N E D  TO BE TRUE OR F A L S E  BE­
CAUSE I T  C O N T A I N S  I N F O R M A T I O N  WHI CH CAN BE E M P I R I C A L L Y  T E S T E D .  
HAYAKAWA REFERS TO O B S E R V A T I O N S  AS REPORTS AND I N D I C A T E S  T H E I R  
I MPORTANCE AS AN I N F O R M A T I O N  D E V I C E  WHEN HE S T A T E S :
Re p o r t s  a r e  v e r i f i a b l e . We m a y  n o t  a l w a y s  be  a b l e  t o  v e r i f y
THEM O U R S E L V E S ,  S I N C E  WE CANNOT T RACK  DOWN THE E V I D E N C E  FOR 
E V E R Y  P I E C E  OF H I S T O R Y  WE KNOW . . . .  BUT I F  WE ROUGHLY 
AGREE ON THE NAMES OF T H I N G S ,  ON WHAT C O N S T I T U T E S  A ' F O O T , '
' Y A R D , '  ' B U S H E L , 1 AND SO ON,  AND HOW TO MEASURE T I M E ,  THERE
I S  R E L A T I V E L Y  L I T T L E  DANGER OF OUR M I S U N D E R S T A N D I N G  EACH 
O T H E R . 3 9
^ D a v i d  K .  Be r l o . T he  P r o c e s s  o f  C o m m u n i c a t i o n  ( N ew Yo r k : ) 
Ho l t ,  R i n e h a r t  a n d  W i n s t o n ,  I n c . ,  1 9 6 0 ) ,  p p .  2 2 5 - 2 2 6 .
I b i d . .  p. 2 1 8 .
3 9 s :  T.  Ha y a k a w a ,  L a n g u a g e  i n  T h o u g h t  a n d  A c t i o n  ( N ew Yo r k : 
Ha r c o u r t ,  Br a c e  a n d  C o m p a n y ,  1 9 4 9 ) ,  p .  3 9 .  __
T h e r e f o r e ,  i f  t h e  i n f o r m a t i o n  p r o v i d e d  b y  t h e  a c c o u n t a n t  d o e s
NOT REFER TO THE WORLD OF R E A L I T Y ,  THEN THERE DOES NOT E X I S T  A 
S T A T E M E N T  OF F ACT ,  E I T H E R  TRUE OR F A L S E .  HOWEVER,  I F  F A C T S  ARE 
I N V O L V E D  T H E Y  CAN BE V E R I F I E D ;  T H A T  I S ,  T HEY CAN BE PROVED TO BE 
TRUE OR FA. LSE,  C O N F I R M E D ,  OR S U B S T A N T I A T E D .  As PATON AND L I T T L E T O N  
PHRASE I T ,  " T o  V E R I F Y  ME A NS  TO E S T A B L I S H  T R U T H ,  TO ITEST THE A CCURACY
, . 4 0
OF A F A C T ,  TO S U B S T A N T I A T E  AN A S S E R T I O N .
T h e r e f o r e ,  i f  f a c t u a l  i n f o r m a t i o n  i s  c o m m u n i c a t e d  a n d  t h e
F A C T S  ARE V E R I F I E D  AND T H E Y  CORRESPOND WI T H  R E A L I T Y  T HE N THERE
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E X I S T S  A TRUE S T A T E M E N T  OF F A CT .  C O N V E R S E L Y ,  VALUE JUDGMENTS
WH I C H  DO NOT C O NT A I N  F A C T S  ARE NOT CAPAB L E OF B E I N G  E M P I R I C A L L Y
v e r i f i e d . A c c o r d i n g  t o  B e r l o :
J u d g m e n t s  a r e  s t a t e m e n t s  o f  b e l i e f ,  s t a t e m e n t s  o f  a c c e p t a n c e
OR R E J E C T I O N .  T H E Y  ARE NOT O B J E C T I V E  S T A T E M E N T S  A B O U T  R E A L I T Y ,  
T H E Y  ARE S U B J E C T I V E .  THEY E X P R E S S  THE P O S I T I O N  OF THE I N D I ­
V I D U A L .  . . . 4 2
Ba s e d  u p o n  t h e  p r e c e d i n g  a n a l y s i s  o f  f a c t  a n d  v a l u e ,  a m o r e
P R E C I S E  D E F I N I T I O N  CAN NOW BE G I V E N  FOR " V E R I F I A B L E  C E R T A I N T Y 1' AS 
I T  R E L A T E S  TO REVENUE R E C O G N I T I O N .  V E R I F I A B L E  C E R T A I N T Y  MEANS T H A T  
AN ECONOMI C EVENT ( a  M A R K E T  T R A N S A C T I O N )  HAS T R A N S P I R E D  I N V O L V I N G  
THE E N T I T Y  I N Q U E S T I O N  AND AN I N D E P E N D E N T  P A R T Y ,  THUS A CK N OWL E D GI NG  
T H A T  U T I L I T Y  WAS CR EA T E D OR W I L L  BE CREATED I N  THE FORM OF GOODS OR 
S E R V I C E S  BY THE F I R M .
Re v e n u e  h a s  p r e v i o u s l y  b e e n  d e f i n e d  a s  t h e  p r o d u c t  o f  t h e
E N T E R P R I S E  AND PRODUCT WAS D E F I N E D  AS C R E A T I N G  U T I L I T Y .  HOWEVER,
4 ^ P a t o n  a n d  L i t t l e t o n , o p . c i t . ,  p . 1 8 .
THE D I S C R E T E  F I R M  DOES NOT I N  FACT C R E A T E  U T I L I T Y  UNLESS I T  ' IS 
ACKNOWLEDGED BY THE MARKE T  THROUGH A MARKET T R A N S A C T I O N  I N V O L V I N G  
THE P A R T I C U L A R  F I R M .  T H E R E F O R E ,  THE E X I S T E N C E  OF REVENUE ( WHETHER 
U T I L I T Y  HAS BEEN C R E A T E D )  FOR A D I S C R E T E  F I R M  CANNOT BE V E R I F I E D  
( P ROVE D TO E X I S T  OR NOT E X I S T )  UNLESS S T A T E M E N T S  OF F A CT  ARE USED.
Ut i l i t y ,  o f  c o u r s e ,  c o n n o t e s  b o t h  v a l u e  i n  u s e  a n d  v a l u e  i n  e x -?
CHANGE BUT S I N C E  ONE OF THE P R I M A R Y  PURPOSE S OF THE F I R M  I S  TO S E L L  
RATHER THAN USE I T S  GOODS AND S E R V I C E S  I T  I S  ASSUMED T HA T  THE TWO 
ARE THE SAME.
U N V E R I F I A B L E  C E R T A I N T Y ,  T H E R E F O R E ,  WOULD BE D E F I N E D  AS A VA L UE  
J UDGME NT  ON THE PA RT  OF THE ACCOUNT ANT  C O N C E R N I N G  WHETHER THE MARKET 
W I L L . I N  THE F U T U R E . ACKNOWLEDGE T HA T  U T I L I T Y  WAS I N F A C T  CREATED 
I N THE FORM OF GOODS OR S E R V I C E S  BY T HE F I R M .
Wh e t h e r  v e r i f i a b l e  c e r t a i n t y  o r  u n v e r i f i a b l e  c e r t a i n t y  ( f a c t
OR v a l u e ) SHOULD BE MADE ONE OF THE C R I T E R I A  FOR T I M I N G  OF REVENUE  
R E C O G N I T I O N  A P P A R E N T L Y  SHOULD DEPEND ON GOAL A C C O M P L I S H M E N T .  T HA T  
I S ,  WHAT I S THE GOAL TO BE A C C O M P L I S H E D  BY B E I N G  V E R I F I A B L Y  C E R T A I N  
OR U N V E R I F I A B L Y  C E R T A I N ?
AS A R E S U L T  OF THE R E C OG N I Z E D  E F F E C T  T H A T  D E C I S I O N S  BASED UPON 
F I N A N C I A L  S T A T E M E N T S  HAVE ON THE E N T I R E  ECONOMY,  I T  A P PE A R S  T HA T  
THE ACCOUNT ANT  WOULD WANT TO COMMUNI CATE THE MOST D E P E N D A B L E  I N ­
F O R M A T I O N  OF WHI CH HE I S C A P A B L E .  T H E R E F O R E ,  I F  THE A C C O U N T A N T ' S  
GOAL I S  TO COMMUNI CATE THE MOST D E P E N D A B L E  I N F O R M A T I O N  ON F I N A N C I A L  
S T A T E M E N T S ,  THEN I T  AP P EA RS  T HA T  THE A C C OU NT A NT  WOULD WANT TO BE 
V E R I F I A B L Y  C E R T A I N  W I T H  R E S P E C T  TO REVENUE T I M I N G .
I N  A D D I T I O N ,  BY M A K I N G  V E R I F I A B L E  C E R T A I N T Y  ONE OF THE
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C R I T E R I A  FOR R E C O G N I T I O N ,  THE DEMAND FOR O B J E C T I V E  MEASUREMENT  I S  
MET BECAUSE THE E V I D E N C E  WHI CH MUST  BE USED TO MEASURE REVENUE I S 
I MP E R S O N A L  AND E X T E R N A L  TO THE F I R M  MOST CONCE RNED.
Us i n g  v e r i f i a b l e  c e r t a i n t y  w i l l ,  o f  c o u r s e ,  r e m o v e  s u b j e c ­
t i v i t y  AND U N C E R T A I N T Y  FROM THE F I N A N C I A L  S T A T E M E N T S  W I T H  RESPECT 
TO REPORTED R E V E N U E .  As A R E S U L T ,  THE S T A T E M E N T  USERS W I L L  HAVE 
TO MAKE T H E I R  OWN V A L U E  J U D G M E N T S .  S l N C E  USERS OF F I N A N C I A L  S T A T E ­
MENTS HAVE SUCH D I V E R S E  NEEDS,  I T  APPEARS A P P R O P R I A T E  TO L ET  
S T A T E M E N T  USERS MAKE T H E I R  OWN V A L U E  J UDGMENTS I N THE L I G H T  OF T H E I R  
P A R T I C U L A R  NEEDS RATHER THAN L E T  T HE  ACCOUNT ANT  MAKE I N F E R E N C E S  FOR
t h e m . B e i n g  v e r i f i a b l y  c e r t a i n  a l s o  i n s u r e s  a  u n i f o r m  d e c i s i o n ­
m a k i n g  BASE FOR S T A T E M E N T  USERS W H I C H  WOULD NOT BE THE CAS E  I F  
U N V E R I F I A B L E  C E R T A I N T Y  WERE A C R I T E R I O N  FOR T I M I N G  OF R E V E N U E .  I N  
S U P P O R T  OF T H I S  P O S I T I O N ,  J OEL  DEA N S T A T E S  T H A T  " T H E  ACCOUNTS SHOULD  
. . . BE MADE A SOURCE OF B A S I C  D A T A  THAT CAN BE F I T T E D  I N  D I F F E R E N T
4 3
WAYS TO D I F F E R E N T  P A R T I C U L A R  N E E D S . "  H E N D R I K S E N  ADDS T H A T  " T H E  
I D E A L  WOULD BE TO P R O V I D E  ADEQUATE I N F O R M A T I O N  SO T HA T  EACH READER 
OF A C C O U N T I N G  S T A T E M E N T S  COULD P R O V I D E  H I S  OWN JUDGMENTS REGAROI NG
t . 4 4
E X P E C T A T I O N S .
TO S U M M A R I Z E ,  THE STANDARD FOR REVENUE R E C O G N I T I O N  A P P A R E N T L Y  
SHOUL D I NCL UDE THREE C R I T E R I A :  ( l )  THE P R O D U C T I O N  PROCESS MUST
HAVE A L R E A D Y  BEEN PERFORMED OR S E R V I C E S  MUST HAVE A L R E A D Y  BEEN 
R E N D E R E D ,  AT L E A S T  TO THE EX T E NT  OF R E C O G N I T I O N .  T H E R E F O R E ,  THE
4 ^ J q e l  De a n , Ma n a g e r i a l  Ec o n o m i c s  ( E n g l e w o o d  Cl i f f s ,
New J e r s e y : P r e n t i c e - H a l l ,  I n c . ,  1 9 5 5 ) ,  pp.  2 7 - 2 8 .
4 4 He n o r i k s e n ,  _o p . c i t . . p p . 1 0 6 - 1 0 7 .
P R I M A R Y  F U N C T I O N  OF THE F I R M  W I L L  HAVE BEEN PERFORMED W H I C H ,  I F  
ACKNOWLEDGED BY THE M A R K E T ,  W I L L  I N D I C A T E  U T I L I T Y  WAS I N F A CT  
C R E A T E D .  ( 2 )  THE EXCHANGE V A L U E  OF REVENUE MUST BE M E A S U R A B L E  I N 
MONET ARY TERMS EVEN THOUGH THE ME ASUREMENT  MAY OF N E C E S S I T Y  BE AN 
E S T I M A T I O N .  FOR E X A M P L E ,  THE GOODS AND S E R V I C E S  OF AN E N T E R P R I S E  
MAY BE EXCHANGED FOR OTHER PROP E RT Y  OR S E R V I C E S .  ( 3 )  V E R I F I A B L E  
C E R T A I N T Y  OF THE E X I S T E N C E  OF U T I L I T Y  MUST BE P R E S E N T .  T H A T  I S ,  
AN ECONOMI C EVENT  MUST HAVE T R A N S P I R E D  I N V O L V I N G  THE E N T I T Y  I N  
Q U E S T I O N  AND AN I N D E P E N D E N T  P A R T Y ,  THUS ACK N OWL E D GI NG T HA T  V A L U E  
I N EXCHANGE WAS I N  F A CT  CRE ATE D OR W I L L  BE CREATED I N THE FORM OF 
GOODS OR S E R V I C E S  BY THE B U S I N E S S  E N T E R P R I S E .
CHAPTER I t I  
REVENUE RECOGNITION: CONVENTIONAL METHODS
NOW T HA T  C E R T A I N  C R I T E R I A  WHI CH S I G N A L  THE R E C O G N I T I O N  OF 
REVENUE HAVE BEEN PROPOSED I N  THE P R E C E D I N G  C H A P T E R ,  AN A N A L Y S I S  
AND E V A L U A T I O N  OF CURRENT P R A C T I C E S  I N  T H I S  AREA CAN BE MA DE .  AN 
A N A L Y S I S  OF C O N V E N T I O N A L  REVENUE R E C O G N I T I O N  METHODS I S P RESE NTED 
I N  T H I S  CHAP TER AND THE E V A L U A T I O N  OF THESE METHODS I S  PRESENTE D IN
C h a p t e r  I V .
C o n v e n t i o n a l  Me t h o d s  o f  Re v e n u e  Re c o g n i t i o n
C u r r e n t l y  t h e r e  a r e  f o u r  m e t h o d s  o f  r e v e n u e  r e c o g n i t i o n  w h i c h  
1
ARE A C C E P T A B L E .  THE FOUR C U R R E N T L Y  A C C E P T A B L E  METHODS OF REVENUE 
R E C O G N I T I O N  A R E :  CASH R E C E I P T S ,  P R O D U C T I O N ,  A C C R E T I O N ,  AND S A L E
b a s i s . C u r r e n t  l i t e r a t u r e  h a s  p r o d u c e d  t h r e e  s i g n i f i c e n t  d e v i a t i o n s
FROM CURRENT p r a c t i c e  WHI CH ARE P RE S E NT E D I N C H A P T E R  V.
C a s h  Re c e i p t s . A c c o r d i n g  t o  t h e  c a s h  r e c e i p t s  m e t h o d ,  r e v e n u e
2  _
i s  r e c o g n i z e d  u p o n  t h e  r e c e i p t  o f  c a s h . T h u s ,  r e g a r d l e s s  o f  t h e
NUMBER AND I MPORTANCE OF THE F U N C T I O N S  PERFORMED I N THE B U S I N E S S  
P ROCE S S ,  ADVOCATES OF T H I S  METHOD M A I N T A I N  T HA T  REVENUE SHOULD BE
^ R e e d  K .  S t o r e y ,  " C a s h  Mo v e m e n t s  a n d  P e r i o d i c  I n c o m e  
D e t e r m i n a t i o n , "  T h e  A c c o u n t i n g  Re v i e w . XXXV ( J u l y ,  1 9 6 0 ) ,  4 5 4 .
^ H a r r y  S i m o n s  a n d  W i l b e r t  E .  K a r r e n b r o c k ,  I n t e r m e d i a t e  
A c c o u n t i n g  ( D a l l a s :  S o u t h - W e s t e r n  P u b l i s h i n g  C o m p a n y ,  1 9 6 4 ) ,
p. 82 .
RECORDED I N  THE ACCOUNTS UNDER MOST C I R C U M S T A N C E S  WHEN CASH I S 
A C T U A L L Y  RECE I V E D .
F o r  e x a m p l e ,  i f  a  c u s t o m e r  r e m i t s  c a s h  b e f o r e  t h e  s e r v i c e  i s
PERFORMED ( o r  THE PRODUCT I S D E L I V E R E D ) ,  A T  THE T I M E  OF P E RF ORMA NCE ,  
OR MANY MONTHS A F T E R PERFORMANCE THERE I S NO R E C O G N I T I O N  OF REVENUE 
U N T I L  THE T I M E  OF CASH R E C E I P T .  T o  I L L U S T R A T E ,  ASSUME T HAT  M r .
B.  J .  D a n i e l s  h a s  a  s m a l l  b o o k k e e p i n g  s e r v i c e  f i r m .  On t h e  f i r s t  
o f  e a c h  m o n t h  Mr . D a n i e l s  s e n d s  i n v o i c e s  t o  h i s  c u s t o m e r s  f o r  w o r k  
c o m p l e t e d  d u r i n g  t h e  p r e c e d i n g  m o n t h .  He d o e s  n o t  r e c o g n i z e  r e v e n u e
AT THAT T I M E  BECAUSE CASH HAS NOT BEEN R E C E I V E D .  R E C O G N I T I O N  MUST 
A W A I T  THE R E C E I P T  OF C A S H .
T h e  u s e  o f  t h i s  m e t h o d ,  h o w e v e r ,  d o e s  n o t  p r e c l u d e  t h e  k e e p i n g
OF S U P P L E M E N T A L  RECORDS WHI CH I N D I C A T E  THE O B L I G A T I O N  OF CUSTOMERS,  
BECAUSE T H E S E  RECORDS ARE NE CES S ARY  FOR E F F I C I E N T  O P E R A T I O N S .  HOW­
E V E R,  THE O B L I G A T I O N S  OF CUSTOMERS ARE NOT SHOWN F O R M A L L Y  I N THE
a c c o u n t s . T h e y  d o  n o t  b e c o m e  a  p a r t  o f  t h e  f o r m a l  a c c o u n t i n g  s y s t e m
U N T I L  C O L L E C T I O N  OF CASH T AKES P L A C E .
A t  THE T I M E  OF C O L L E C T I O N  OF THE CUSTOMER ACCOUNT THE T R A N S ­
A C T I O N  I S C O N S I D E R E D ,  I N MOST I N S T A N C E S ,  C O M P L E T E L Y  T E R M I N A T E D ;  
T H E R E F O R E ,  R E C O G N I T I O N  OF REVENUE I S  C O N S I D E R E D  F U L L Y  V A L I D A T E D .
W i t h  t h e  r e c e i p t  o f  c a s h ,  t h e  b u s i n e s s  e n t e r p r i s e  ( t h e  s e l l e r  i n
T H I S  s i t u a t i o n ) I S P R O V I D E D  WI T H  U N R E S T R I C T E D  FUNDS FOR THE PURCHASE  
OF A D D I T I O N A L  M E R C H A N D I S E ,  PURCHASE OF OTHER A S S E T S ,  PAYMENT OF 
D I V I D E N D S  OR FOR WHATEVER P URPOS E .  A C C O R D I N G  TO P A T O N ,  " R E V E N U E  
I N  THE FORM OF CASH . . .  I S  R E A L I Z E D  TO THE U T MO S T ;  NO S U C C E E D I N G
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E V E N T  RENDERS THE FUND MORE D E F I N I T E  OR MORE A V A I L A B L E  .
T h e r e  a r e ,  o f  c o u r s e ,  e x c e p t i o n s  t o  P a t o n ' s  s t a t e m e n t . One
EX AMP L E  I S T HE S I T U A T I O N  WHERE CASH HAS BEEN R E C E I V E D  AND REVENUE 
I S RECORDED BUT A C O N T I N G E N C Y  E X I S T S  C O NC E RNI NG  THE RETURN OF THE 
GOODS OR A REFUND OF THE C A S H .  HOWEVER,  THESE E X C E P T I O N S  ARE CON­
S I D E R E D  I N  MOST I N S T A N C E S  TO BE S U F F I C I E N T L Y  I M M A T E R I A L  TO THE 
WHOLE OF THE S I T U A T I O N  AS TO NOT D I S C R E D I T  P A T O N ' S  O B S E R V A T I O N .
H i s t o r i c a l l y ,  t h e  c a s h  r e c e i p t s  m e t h o d -., i s  t h e  o l d e s t  o f  t h e
METHODS OF REVENUE R E C O G N I T I O N  AND I T  A P P A R E N T L Y  O R I G I N A T E D  W I T H  
E A R L Y  VENTURE A C C O U N T I N G .  I N SUCH A C C O U N T I N G  EACH B U S I N E S S  UNDER­
T A K I N G  WAS C O N S I D E R E D  TO BE A S E P A R A T E  E N T I T Y  FROM A L L  OTHERS AND 
AN A C C O U N T I N G  WAS MADE O N L Y  AT THE T E R M I N A T I O N  OF EACH U N D E R T A K I N G .
T h u s ,  t h e  r e s i d u u m ,  b e t w e e n  t h e  c a s h  e x p e n d e d  a n d  t h e  c a s h  r e c e i v e d ,
4
WAS p r o f i t  o r  l o s s  f r o m  e a c h  b u s i n e s s  v e n t u r e .
Wh e n  b u s i n e s s e s  l a t e r  e v o l v e d  i n t o  a  c o n t i n u o u s  p r o c e s s ,  t h e
c a s h  r e c e i p t s  m e t h o d  w a s  p e r p e t u a t e d  b y  t h o s e  i n  t h e  a c c o u n t i n g
p r o f e s s i o n  e v e n  t h o u g h  c i r c u m s t a n c e s  w e r e  m a r k e d l y  d i f f e r e n t .
Re a s o n s  u s u a l l y  g i v e n  f o r  t h e  c o n t i n u e d  u s e  o f  t h e  c a s h  r e c e i p t s
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METHOD WERE C O N S E R V A T I S M  AND A V A I L A B I L I T Y  OF P U R C H A S I N G  POWER.
I n THE O P I N I O N  OF THE ADVOCA T E S  OF THE CASH R E C E I P T S  METHOD  
THE O P E R A T I N G  CYCLE I S NOT C O N S I D E R E D  A B S O L U T E L Y  T E R M I N A T E D  U N T I L  
THE F I N A L  R E C E I P T  OF C A S H .  A D V O C A T E S  CO NC L UD E ,  T H E R E F O R E ,  T HA T  TO
^ W i l l i a m  A .  P a t o n ,  A c c o u n t i n g  T h e o r y  ( N e w  Y o r k :  T h e  R o n a l d  
P r e s s  C o . ,  1 9 2 2 ) ,  p .  4 4 4 .
^ H e n r y  R. Ha t f i e l d ,  "An H i s t o r i c a l  D e f e n s e  o f  Bo o k k e e p i n g , "
T h e  J o u r n a l  o f  A c c o u n t a n c y . ( A p r i l ,  1 9 2 4 ) ,  2 5 1 .
^ H e n r y  R a n d  H a t f i e l d ,  A c c o u n t i n g  ( N e w  Y o r k :  A p p l e t o n - C e n t u r y -  
C r o f t s ,  I n c . ,  1 9 2 7 ) ,  p .  2 5 3 .
R E C O G N I Z E  REVENUE BEF ORE THE A C T U A L  R E C E I P T  OF CASH WOULD BE P RE ­
M A T U R E .  Op i n i o n s  e x p r e s s e d  i n  m a n y  c o u r t  c a s e s  a r e  c i t e d  i n  s u p p o r t  
o f  t h i s  v i e w p o i n t . F o r  e x a m p l e ,  a s  l a t e  a s  1902 J u s t i c e  Ke k e w i c h  
s a i d :
I f  i t  i s  a m e r e  q u e s t i o n  w h a t  w e r e  p r o f i t s  m a d e  i n  a  p a r t i c u l a r
Y E A R ,  I T  SEEMS TO ME THAT THE DUTY I S  TO A S C E R T A I N  WHAT CASH 
HAS BEEN R E C E I V E D  AND WHAT CASH HAS BEEN E X P E N D E D ,  A ND ,  I F  T HA T  
I S F A I R L Y  DONE,  YOU KNOW THE P R O F I T S  OF THE Y E A R .  | F  THERE I S 
A L ARGE O U T S T A N D I N G  L I A B I L I T Y  WHI CH CANNOT BE S E T T L E D ,  THE 
P A RT NERS  W I L L  E S T I M A T E  T H A T ,  AND I T  W I L L  NOT BE C O N S I D E R E D  AS 
PART  OF THE P R O F I T S .  I F  T HE RE  I S  A LARGE O U T S T A N D I N G  P O S S I B L E  
L O S S ,  AND THERE I S  A LARGE SUM DUE TO A C L I E N T ,  THEN YOU WOULD 
P R O V I D E  FOR T H A T .  BUT I N A S C E R T A I N I N G  WHAT I S  R E A L L Y  A C T U A L L Y  
D I V I S I B L E  FOR THE YEAR F A I R L Y ,  YOU T A K E  THE CASH ACCOUNT AS I T  
S T A NDS  . . . . 6
W i t h  t h e  p r e c e d e n t s  s e t  b y  e a r l y  v e n t u r e  a c c o u n t i n g  a n d  c o u r t
D E C I S I O N S  SUCH AS THE P R E C E D I N G ,  I T  I S NOT D I F F I C U L T  TO P E R C E I V E  
WHY THE CASH R E C E I P T S  MEf HOD WAS C O N T I N U E D  AS A REVENUE R E C O G N I T I O N  
M E T H O D .
On e  o f  t h e  m o s t  c o m m o n  a p p l i c a t i o n s  o f  t h e  c a s h  r e c e i p t s
METHOD I N  t o d a y ' s B U S I N E S S  C O M M U N I T Y  I S THE I N S T A L L M E N T  S A L E S
b a s i s . A c c o r d i n g  t o  t h e  a d v o c a t e s  o f  t h i s  b a s i s ,  s a l e s  o n  i n s t a l l ­
m e n t  ARE CON S I D E R E D  MORE R I S K Y  T HA N REGULAR S A L ES  ON ACCOUNT BECAUSE 
OF THE U N C E R T A I N T Y  OF C O L L E C T  I ON j  T H E R E F O R E ,  THE R E C O G N I T I O N  OF 
REVENUE SHOULD A W A I T  THE C O L L E C T I O N  OF C A S H . ^
T h e r e  a r e  m a n y  w a y s  o f  h a n d l i n g  i n s t a l l m e n t  s a l e s  i n  t h e
A C C OU N T S .  On e  WAY I S  TO D E F E R ,  AT  THE T I M E  OF THE S A L E ,  A L L  REVENUE
8 .
AND COSTS A S S O C I A T E D  W I T H  THE P A R T I C U L A R  S A L E .  As I N S T A L L M E N T
° H a t f i e l d .  o p .  c i t . .  p p .  2 5 3 - 2 5 4 .
^ E l d o n  S.  He n d r i k s e n ,  A c c o u n t i n g  T h e o r y  ( H o m e w o o d ,  I l l i n o i s : 
R i c h a r d  D.  I r w i n ,  I n c . ,  1 9 6 5 ) ,  p .  1 4 0 .
^ H a r o l d  B i e r m a n ,  J r . ,  F i n a n c i a l  A c c o u n t i n g  T h e o r y  ( N e w  Yo r k : 
T h e  M a c m i l l a n  C o m p a n y ,  1 9 6 5 ) ,  p .  1 8 2 .
PAYMENTS ARE R E C E I V E D  BY THE S E L L E R ,  HE R E C O G N I Z E S  REVENUE I N THE 
ACCOUNTS EQUAL TO THE AMOUNT OF THE CASH R E C E I V E D .  At  T H A T  T I M E  
THE S E L L E R  WOULD ALSO RECORD A P O R T I O N  OF THE COST OF THE MERCHAN­
D I S E  S O L D .
F o r  e x a m p l e ,  a s s u m e  t h a t  a  b u s i n e s s  f i r m  s o l d  c e r t a i n  m e r c h a n ­
d i s e  FOR $ 5 , 0 0 0  TO BE P A I D  FOR AS FOL L OWS :  $ 1 , 0 0 0  DOWN PAYMENT AND
$ 1 , 0 0 0  PER YEAR FOR FOUR Y E A R S .  F O L L O WI N G  THE I N S T A L L M E N T  S A L E S  
B A S I S ,  THE F I R M  I N  Q U E S T I O N  WOULD REPORT $ 1 , 0 0 0  REVENUE FOR EACH 
OF F I V E  YEARS RATHER THAN $ 5 , 0 0 0  REVENUE I N THE YEAR OF S A L E .
Ho w e v e r ,  a t  t h e  t i m e  o f  t h e  J u d g e  K e k e w i c k  d e c i s i o n  m e n t i o n e d
ABOVE A LEGAL  T R A N S I T I O N  WAS E V O L V I N G  W I T H  RE S P E CT  TO REVENUE RECOG­
N I T I O N .  D u r i n g  t h i s  p e r i o d  m a n y  c o u r t  d e c i s i o n s  ( e . g . ,  J o n e s  v . 
Da v i s ,  21 A t l . 1 03 5  ( N . J .  1 8 9 1 ) ;  S l a v d e n  v . C o a l  C o . ,  2 5  Mo. A p p .
4 3 9  ( 1 8 8 7 ) ;  V a n  D y c k  v . Mc Qu a d e ,  8 6  N . Y .  3 8  (1 881  ) . )  w e r e  r u l i n g
T HA T  THE R E C E I P T  OF CASH WAS NOT N E C E S S A R I L Y  A P R E R E Q U I S I T E  TO THE 
R E C O G N I T I O N  OF RE V E N U E .  T HESE D E C I S I O N S ,  AMONG OTHER E V E N T S ,  LED 
Q U I T E  N A T U R A L L Y  TO THE R E C O G N I T I O N  OF THE ACCRUA L  SYSTEM OF
9  uA C C O U N T I N G .  W I T H  THE A DV E N T  OF THE ACCRUAL  S Y S T E M ,  T I M I N G  OF 
REVENUE R E C O G N I T I O N  BECAME Q U I T E  C O M P L I C A T E D .  HAROLD B l E R M A N ,  J r . ,  
REFERS TO THE D I F F I C U L T I E S  I N V O L V E D  I N  THE F O L L O WI N G  S T A T E M E N T :
T h e  t i m i n g  o f  r e v e n u e  r e c o g n i t i o n  i s  f r e q u e n t l y  o v e r s i m p l i f i e d
TO B E I N G  THE C H OI CE  OF THE CASH B A S I S  ( R E V E N U E  B E I N G  R E C OG NI Z E D 
ON THE C O L L E C T I O N  OF THE C A S H )  OR THE ACCRUAL  B A S I S  ( REVENUE 
B E I N G  R E C O G N I Z E D  A T  THE T I M E  OF S A L E  OR W I T H  THE PASSAGE OF 
T I M E ,  AS W I T H  I N T E R E S T ) .  A C T U A L L Y ,  THE C H O I C E  I S B ROA DE R .  | N  
A S E N S E ,  T HE RE I S AN E N T I R E  SPECTRUM OF C H O I C E S  R A N G I N G  FROM
THE MOMENT OF P R O D U C T I O N  OF THE PRODUCT TO THE C O L L E C T I O N  OF 
THE C A S H .
P r o d u c t i o n . T h e  s e c o n d  r e v e n u e  r e c o g n i t i o n  m e t h o d  t o  b e
C O N S I D E R E D  I S  THE P R O D U C T I O N  B A S I S .  A DVOCAT E S  OF THE P R O D U C T I O N  
B A S I S  S T A T E  T H A T  REVENUE I S  EARNED AND SHOULD BE R E C O G N I Z E D  THROUGH­
OUT THE P R O D U C T I O N  PROCESS BECAUSE P R O D U C T I O N  ADDS V A L U E .  T H E R E F O R E ,  
AS E F F O RT  I S  EXPENDED ( C O S T S  ARE I N C U R R E D )  REVENUE WOULD BE RECOG­
N I Z E D  AS EARNED I N  THE A C C OU N T S .
TO I L L U S T R A T E ,  ASSUME T H A T  THE P R O D U C T I O N  PROCESS I S  A 
CONT I NUU M W I T H  THE POLE AT THE B E G I N N I N G  OF THE C O N T I N U U M  REPRE­
S E N T I N G  THE P O I N T  WHERE RAW M A T E R I A L S  ARE PURCHASED AND THE POLE AT 
T HE END OF THE C O N T I N U U M  R E P R E S E N T I N G  THE P O I N T  WHERE THE GOODS ARE 
C O M P L E T E D .  G R A P H I C A L L Y  T H I S  WOULD A PP E AR AS FOL LOWS:
| N  THE D I A G R A M ,  AB RE PRE S ENT S  THE P R O D U C T I O N  PROCESS ( w I T H  I T S  
D I S C E R N I B L E  COMMON C H A R A C T E R I S T I C — E X P E N D I N G  OF E F F O R T )  RE GARDLESS 
OF I T S  D I F F I C U L T Y  AND T I M E  D I M E N S I O N .  POLE X REP RE SE NT S THE 
B E G I N N I N G  OF THE PROCESS ( r AW M A T E R I A L S  ARE P UR CHA S E D )  AND POLE Y 
THE END OF THE PROCESS ( A L L  COSTS HAVE BEEN I N C U R R E D ) .  ADD TO T H I S  
T HE P R O P O S I T I O N  T HA T  A L L  NE C ES S ARY  COSTS ARE E S S E N T I A L L Y  HOMOGENEOUS  
I N  T H E I R  S I G N I F I C A N C E  AND THE P R O D U C T I O N  B A S I S  HAS I T S  CONCE PT UAL
^ ° H a r o l d  B i e r m a n ,  J r . ,  F i n a n c i a l  A c c o u n t i n g  T h e o r y  ( N e w  Y o r k :  
T h e  M a c m i l l a n  C o m p a n y ,  1 9 6 5 ) ,  p .  1 6 6 .
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F RA ME WOR K .
A d v o c a t e s  o f  t h i s  m e t h o d  c o n c l u d e  t h a t ,  w i t h i n  t h i s  f r a m e w o r k ,  
a s  p r o d u c t i o n  p r o g r e s s e s  f r o m  P o l e  x  t o  P o l e  y  v a l u e  i s  a d d e d  a n d  
s u c h  v a l u e  s h o u l d  b e  r e c o g n i z e d  i n  t h e  a c c o u n t s  a s  a  c r e d i t  t o
R E V E N U E .
Us i n g  t h e  p r e c e d i n g  a p p r o a c h  m a y  r e s u l t  i n  t h e  r e c o g n i t i o n
OF REVENUE BEF ORE A SAL E A C T U A L L Y  T A K E S  P L A C E .  I N ORDER TO RECOG­
N I Z E  REVENUE,  THE VALUE ADDED MUST BE E S T I M A T E D .  AS A R E S U L T ,  THE
12
P R O D U C T I O N  METHOD I S NOT W I D E L Y  US E D .
T h e  S AL E  B A S I S  IS T HE  METHOD P R E S E N T L Y  E N J O Y I N G  W I D E S T  
A C C E P T A N C E .  HOWEVER,  I F  THE S A L E  B A S I S  (WHERE REVENUE I S . N O T  
R E C O G N I Z E D  U N T I L  A SALE A C T U A L L Y  T R A N S P I R E S )  I S  S T R I C T L Y  OBSERVED  
W I T H O U T  SOME M O D I F I C A T I O N  TO TAKE I N T O  ACCOUNT THE PROCESS OF 
P R O D U C T I O N ,  D I S T O R T E D  I NCOME RE S UL T S  W I L L  A P P E A R I N C E R T A I N  TYP E S
1 3  .
OF S I T U A T I O N S .  L O N G - T E R M  C O N S T R U C T I O N  CONTRACTS R E P R ES E NT  THE
S I T U A T I O N  T HAT  A P P A R E N T L Y  CAUSES MOST CONCERN.  (A C O N S T R U C T I O N  
C O N T R A C T  WHI CH I S  C O N S I D E R E D  L O N G - T E R M  BY ACCOUNT ANT S I S  ONE WH I C H
v 1 4
E X T E N D S  OVER MORE THAN A S I N G L E  F I S C A L  P E R I O D . )
I f  THE P R O D U C T I O N  B A S I S  I S NOT USED i n  L O N G - T E R M  C O N S T R U C T I O N  
C O N T R A C T S ,  REVENUE I S R E C O G N I Z E D  WHEN C O N S T R U C T I O N  I S  COMPLETED AND
1 1 W. A .  Pa t o n  a n d  A . C .  L i t t l e t o n ,  A n I n t r o d u c t i o n  t o  Co r p o ­
r a t e  A c c o u n t i n g  S t a n d a r d s  ( C o l u m b u s ,  Oh i o : Am e r i c a n  A c c o u n t + ng 
A s s o c i a t i o n ,  1 9 4 0 ) ,  p .  4 9 .
1 2 b i e r m a n ,  l q c . c i t .
13 W i l l i a m  A.  Pa t o n  a n d  W i l l i a m  A.  Pa t o n ,  J r . ,  Co r p o r a t i o n  
A c c o u n t s  a n d  S t a t e m e n t s  ( N ew Yo r k : T h e  Ma c m i l l a n  Co m p a n y ,  1 9 5 5 ) ,  
p .  2 9 1 .
^ L e o n a r d  E .  Mo r r i s s e y ,  Co n t e m p o r a r y  A c c o u n t i n g  P r o b l e m s  
( E n g l e w o o d  Cl i f f s ,  N . J . :  P r e n t i c e - H a l l ,  I n c . ,  1 9 6 3 ) ,  p .  1 4 5 .
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CUSTOMER ACCEPTANCE I S O B T A I N E D .  COSTS WHI CH ARE I NCURRED I N  THE 
I N T E R I M  ( FROM THE B E G I N N I N G  OF C O N S T R U C T I O N  TO C O M P L E T I O N )  ARE 
C A R R I E D  I N A S S E T  ACCOUNTS U N T I L  C O M P L E T I O N .  T H I S  METHOD I S REFERRED
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TO AS THE C O M P L E T E D - C O N T R A C T  MET HOD.
A d v o c a t e s  o f  t h e  p r o d u c t i o n  b a s i s  t a k e  i s s u e  w i t h  t h e  p r e ­
c e d i n g  METHOD ON THE GROUNDS T HA T  USE OF THE C O M P L E T E D - C O N T R A C T
METHOD MAY " .  . . LEAD TO S E R I O U S  D I S T O R T I O N S  OF P E R I O D I C  A C H I E V E -
1 6
ME NT 1! .  T o F URT HER S U B S T A N T I A T E  T H E I R  C A S E ,  T H E Y  GO ON TO S A Y
T H A T  R E C O G N I T I O N  I N  T H I S  MANNER E NA B L E S  THE YEAR OF C O M P L E T I O N  TO 
REPORT A L L  OF THE P R O F I T  EVEN THOUGH ONLY A S MAL L  P A RT  OF THAT  
P R O F I T  RESULT ED FROM P R O D U C T I V E  E F F ORT  I N  T HAT  P E R I O D .  A s  A R E S U L T ,  
F I N A N C I A L  S T A T E M E N T S  FOR THE YEARS P R E C E D I N G  C O M P L E T I O N  WOULD NOT 
SHOW ANY P R O F I T  EVEN THOUGH P R O D U C T I O N  TOOK PLA CE I N  THOSE Y E A R S .
I N  F A C T ,  THE YEARS P R E C E D I N G  C O M P L E T I O N  MAY BE FORCED TO ABSORB 
C E R T A I N  E X P E N SE S  ( S E L L I N G ,  A D M I N I S T R A T I V E ,  AND SOME O V E R H E A D )  CON­
NECTED W I T H  C O N S T R U C T I O N  BUT NOT C O N S I D E R E D  PART OF C O N S T R U C T I O N
1 7
I N V E N T O R Y .
TO I L L U S T R A T E ,  ASSUME T HA T  A B U I L D I N G  CONTRACTOR ST ART ED 
C O N S T R U C T I O N  OF A S Y N T H E T I C  RUBBER P L A N T  I N  1 9 6 1  AND COMPLETED I T
i n  1 9 6 3 .  T o t a l  c o n t r a c t  p r i c e  i s  $ 1 , 3 0 0 , 0 0 0 .  H i s  e x p e n s e s  i n c u r r e d  
I N  C O N S T R U C T I O N  ARE AS f o l l o w s : $ 3 0 0 , 0 0 0  I N 1 9 6 1 ,  $ 6 0 0 , 0 0 0  ' I N  1 9 6 2 ,
AND $ 3 0 0 , 0 0 0  I N  1 9 6 3  FOR A T O T A L  o f  $ 1 , 2 0 0 , 0 0 0  FOR t h e  t h r e e  y e a r  
p e r i o d . Us i n g  t h e  c o m p l e t e d - c o n t r a c t  m e t h o d  t h e  c o n t r a c t o r  w o u l d
^ S i m o n s  a n d  K a r r e n b r o c k ,  _o p . c  i t . . p .  2 4 8 .
1 6 j _ o c  , c  i t .
17 L o c . c i t .
REPORT NO I NCOME FOR 1 9 6 1  AND 1 9 6 2 .  I N  1 9 6 3  NET INCOME FROM CON­
S T R U C T I O N  w o u l d  b e  $ 1 0 0 , 0 0 0  ( $ 1 , 3 0 0 , 0 0 0  m i n u s  $ 1 , 2 0 0 , 0 0 0 ) .
A d v o c a t e s  o f  t h e  p r o d u c t i o n  m e t h o d  c o n t e n d  t h a t  t h e  p r e c e d i n g
I N E Q U I T Y  SHOULD BE R E M E D I E D .  | N  ORDER TO DO S O,  T HEY OF F E R THE
P E R C E N T A G E - O F - C O M P L E T I O N  METHOD AS A S U B S T I T U T E  FOR THE C O M P L E T E D -  
CONTRACT ME T HOD.
On e  o f  t h e  s t r o n g e r  s u p p o r t e r s  ( u n d e r  c e r t a i n  c i r c u m s t a n c e s )
FOR THE P E R C E N T A G E - O F - C O M P L E T I  ON METHOD I S  THE C O M M I T T E E  ON
A c c o u n t i n g  P r o c e d u r e  o f  t h e  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  
A c c o u n t a n t s . T h e  C o m m i t t e e  s t a t e s :
I t  i s ,  h o w e v e r ,  a  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r o c e d u r e  t o
ACCRUE REVENUES UNDER C E R T A I N  T Y P ES  OF CONTRACTS AND T H E R E B Y  
R E C O G N I Z E  P R O F I T S ,  ON THE B A S I S  OF P A R T I A L  P E RF ORMA NCE ,  WHERE 
THE C I R C U M S T A N C E S  ARE SUCH T H A T  T OT A L  P R O F I T  CAN BE E S T I M A T E D  
W I T H  RE A SONA B L E  ACCURACY AND U L T I M A T E  R E A L I Z A T I O N  I S REASON­
A B L Y  a s s u r e d . P a r t i c u l a r l y  w h e r e  t h e  p e r f o r m a n c e  o f  a  c o n t r a c t
R E Q U I R E S  A S U B S T A N T I A L  P E R I O D  OF T I M E  FROM I N C E P T I O N  TO COM­
P L E T I O N ,  THERE I S  AMPLE PRE C E DE NT  FOR PRORATA R E C O G N I T I O N  OF 
P R O F I T  AS THE WORK P RO G RE S S E S ,  I F  THE T OT A L  P R O F I T  AND THE 
R A T I O  OF THE PERFORMANCE TO DATE TO THE COMPLET E PERFORMANCE 
CAN BE COMPUTED R E A S O N A B L Y  AND C O L L E C T I O N  I S  RE A S O N A B L Y  
A S S U R E D . 1 8
TWO PROCEDURES MAY BE USED TO C A L C U L A T E  THE AMOUNT OF REVENUE 
TO BE R EC OGNI Z ED I N THE AC C OU N T S .  F I R S T ,  AN E S T I M A T E  W I T H  RE S PE CT  
TO C O N S T R U C T I O N  PROGRESS FOR THE P E R I O D  I N Q U E S T I O N  MAY BE O B T A I N E D  
FROM Q U A L I F I E D  E N G I N E E R S  AND A P P L I E D  TO THE T OT A L  CONTRACT P R I C E .  
THE R E S U L T I N G  F I G U R E  I S  REVENUE TO BE R E C OG N I Z E D  FOR T H A T  Y E A R .
T h e  s e c o n d  p r o c e d u r e  r e q u i r e s  t h e  u s e  o f  t h e  f o l l o w i n g  
f i g u r e s : ( 1 )  C O S T - T O - D A T E  A N D ,  ( 2 )  E S T I M A T E D  T OT A L  COSTS TO
^ A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  
A c c o u n t i n g  Re s e a r c h  a n d  T e r m i n o l o g y  B u l l e t i n s , F i n a l  E d i t i o n  
( N e w  Yo r k : A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  
1 9 6 1 ) ,  p .  9 5  o f  Re s e a r c h  B u l l e t i n  N o . 4 3 .
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COMPLET E THE E N T I R E  P R O J E C T .  THE AMOUNTS ARE S E T  I N A R A T I O  
( C O S T - T O - D A T E  D I V I D E D  BY E S T I M A T E D  COSTS TO C O M P L E T E )  AND THE 
R E S U L T I N G  FACTOR I N D I C A T E S  THE PERCENT AGE OF C O M P L E T I O N  OF THE
p r o j e c t . T o t a l  c o n t r a c t  p r i c e  i s  t h e n  m u l t i p l i e d  b y  t h e  f a c t o r  t o
D E T E R M I N E  THE AMOUNT OF REVENUE TO BE R E C OG N I Z E D  I N  THE YEAR I N 
QUEST I ON.
F o r  e x a m p l e ,  u s i n g  t h e  s a m e  i l l u s t r a t i o n  u s e d  i n  t h e
C O M P L E T E D - C O N T R A C T  MET HOD,  THE B U I L D I N G  CONTRACTOR WOULD R E C OG NI Z E
r e v e n u e  o f  $ 3 2 5 , 0 0 0  i n  1 9 6 1 .  T h i s  i s  d e t e r m i n e d  b y  d i v i d i n g  
$ 1 , 2 0 0 , 0 0 0  ( e s t i m a t e d  t o t a l  c o s t  t o  c o m p l e t e ) i n t o  $ 3 0 0 , 0 0 0  ( c o s t -  
t o - d a t e )  t o  g e t  a  f a c t o r  OF 2 5  PER c e n t  w h i c h  i n  t u r n  i s  m u l t i p l i e d  
t i m e s  t h e  $ 1 , 3 0 0 , 0 0 0  ( t o t a l  c o n t r a c t  p r i c e ) .  T h e r e f o r e ,  t h e  d i s ­
t i n c t i o n  b e t w e e n  t h e  t w o  m e t h o d s  ( i n  t h i s  p a r t i c u l a r  e x a m p l e ) w o u l d  
BE AS f o l l o w s :
Y e a r l y  P r o f i t  R e c o g n i t i o n  
C o m p l e t e d - C o n t r a c t  Me t h o d  P e r c e n t a g e - o f - C o m p l e t i o n  Me t h o d
1 9 6 1  . . . .  - 0 -  1 9 6 1   $  2 5 , 0 0 0
1 9 6 2  . . . .  - 0 -  1 9 6 2    5 0 , 0 0 0
1 9 6 3  . . . . ! $ 1 0 0 . 0 0 0  1 9 6 3    2 5 . 0 0 0
$100,000 $100,000
A c c r e t i o n . C l o s e l y  r e l a t e d  t o  t h e  p r e c e d i n g  b a s i s  f o r  r e v e n u e
r e c o g n i t i o n  i s  t h e  s i t u a t i o n  w h e r e  a c c r e t i o n  o f  a s s e t s l  i s  i n v o l v e d .
A c c r e t i o n  i s  u s e d  h e r e  t o  r e f e r  t o  i n c r e a s e s  i n  v a l u e  r e s u l t i n g  f r o m
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g r o w t h  a n d  o t h e r  n a t u r a l  p r o c e s s e s .
A d v o c a t e s  o f  r e c o g n i t i o n  o f  a c c r e t i o n  m a i n t a i n  t h a t  i n  s o m e  
b u s i n e s s  e n d e a v o r s  n a t u r a l  g r o w t h  i s  m o r e  f u n d a m e n t a l  t h a n  t h e  a c t  
o f  s e l l i n g . T h e y  s t a t e  t h a t  s u c h  a s s e t s  a s  s t a n d i n g  t i m b e r ,  n u r s e r y
i y PATON a n d  L i t t l e t o n ,  _o p . c i t . . p . 5 2 .
S T O C K ,  HE R DS,  AND S I M I L A R  T YPE A S S E T S  ARE S U B J E C T  TO NA T URA L  I N ­
CREASES I N  VAL UE AND THE V AL UE I NCR E A S E S  SHOULD BE R E C O G N I Z E D .
S o m e  a c c o u n t a n t s  s t a t e  t h a t  t h e  i n c r e a s e  s h o u l d  b e  s h o w n  a s
AN A D J U S T M E N T  TO E Q U I T Y  W H I L E  OTHERS I N D I C A T E  T HA T  I T  SHOULD BE
RECORDED AS I NCOME .  I N  DE F E NSE  OF THE L A T T E R ,  H A T F I E L D  S T A T E S ;
I N  THE CASE OF THE GROWTH OF S T A N D I N G  T I M B E R ,  THE O B J E C T I O N  
TO C O N S I D E R I N G  THE I NCR E MENT  AS I NCOME BEFORE I T  I S CUT AND 
SOLD I S  NOT Q U I T E  SO O B V I O U S .  W H I L E  T H I S  WOULD BE SPOKEN OF 
AS AN A P P R E C I A T I O N  OF C A P I T A L  A S S E T S ,  I T  I S  MORE N E A R L Y  A 
CASE OF AN I N C R E A S E  I N  THE VA L UE  OF S A L A B L E  M E R C H A N D I S E .  THE  
I NCOME Y I E L D I N G  C A P I T A L ,  T HA T  I S  THE LAND I T S E L F ,  I S NOT I N ­
C R E A S I N G  I N  V A T U E .  T h e  PRODUCT I S  BECOMI NG Y E A R L Y  MORE 
V A L U A B L E .  THE I NCR E A S E D V A L U E ,  I F  U N Q U E S T I O N E D ,  I S  A K I N  TO 
THE I N C R E A S I N G  V A L U E  OF A D I S C O U N T E D  NOTE WHI CH BY MOST  
A U T H O R I T I E S  I S  COUNTED AS I NCOME A V A I L A B L E  FOR D I V I D E N D  EVENpnTHOUGH I T  HAS NOT AS YET BEEN CONVERTED I NT O C A S H .  w
I N  SUPP ORT  OF THE P O S I T I O N  THAT THE I N C R E A S E  SHOULD BE AN
A D J U S T M E N T  OF E Q U I T Y ,  MORTON BACKER S A Y S :
I n  CONT RA ST  TO C O N S T R U C T I O N  CONTRACTS THE R E C O G N I T I O N  OF I NCOME  
FROM A C C R E T I O N  N E C E S S I T A T E S  NOT ONL Y  A D E T E R M I N A T I O N  OF FUTURE  
COSTS BUT ALSO AN A P P R A I S A L  OF MA RK E T  C O N D I T I O N S  A T  THE CON­
C L U S I O N  OF THE P R O D U C T I V E  P RO CE S S .  FOR THE A CCOUNT A NT  TO 
MEASURE I NCOME BY H A V I N G  RECOURSE TO SUCH F A N C I F U L  P R O G N O S T I ­
C A T I O N S  WOULD R E P R E S E NT  AN ALMOST COMPLETE DE P AR T U RE  FROM 
ACC EP T E D P R I N C I P L E S .  N E V E R T H E L E S S ,  THE F A I L U R E  TO R E F L E C T  
T H I S  GRADUAL  I N C R E A S E  I N V A L UE  MAKES A MOCKERY OF THE BAL ANCE  
S H E E T .  A P O S S I B L E  S O L U T I O N  TO T H I S  D I L E M M A  WOULD P E R M I T  A 
R E C OR DI NG  OF THE E S T I M A T E D  A C C R E T I O N  I N THE PROP E RT Y  ACCOUNTS 
AL T HOUGH C A R E F U L L Y  D I S T I N G U I S H I N G  I T  FROM A C T U A L  C O S T ,  AND 
C R E D I T I N G  AN E Q U I T Y  ACCOUNT SUCH AS ' E S T I M A T E D  U N R E A L I Z E D
I n c o m e  F r o m  A c c r e t i o n . 1 T h e  a n n u a l  i n c r e m e n t  c o u l d  a l s o  b e
SHOWN AS A FOOTNOTE TO THE I NCOME S T A T E M E N T  U N T I L  SUCH T I M E  AS 
A C T U A L  R E A L I Z A T I O N  TOOK P L A C E . ^
S i n c e  p r i m a r y  c o n c e r n  h e r e  i s  w i t h  r e v e n u e  r e c o g n i t i o n ,
FURT HER A N A L Y S I S  W I L L  E M P H A S I Z E  THE REVENUE R E C O G N I T I O N  V I E W P O I N T .
^ H a t f i e l d , o p . c i t . ,  p p . 2 5 2 - 2 5 3 .
^ M o r t o n  B a c k e r ,  Ha n d b o o k  o f  Mo d e r n  A c c o u n t i n g  T h e o r y  
( E n g l e w o o d  C l i f f s ,  N . J . :  P r e n t i c e - H a l l ,  I n c . ,  1 9 5 8 ) ,  p .  2 4 3 .
I n a d d i t i o n  t o  H a t f i e l d ' s  s t a t e m e n t  i n  d e f e n s e  o f  r e v e n u e
R E C O G N I T I O N ,  OTHERS S T A T E  T H A T  I N  C E R T A I N  A C C R E T I O N  S I T U A T I O N S  A 
READY MA RK E T  I S A V A I L A B L E .  I n OTHER WORDS,  THE MARKET I S  BROAD 
ENOUGH AND A C T I V E  ENOUGH TO E NA B L E  THE S E L L E R  TO S E L L  ANY REASON­
A B L E  AMOUNT AT ANY T I M E .  As A R E S U L T  OF T H I S  L I N E  OF R E A S O N I N G ,
THE O B S E R V A T I O N  I S  MADE T H A T  THE S A L E  OF THE PRODUCT I S R E A S O N A B L Y
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ASSURED AND R E C O G N I T I O N  SHOULD NOT A W A I T  AN ACT OF S A L E .  S E V E R A L
PRODUCTS ARE U S U A L L Y  OFFERED AS E X A MPL E S TO SUP P ORT  THE P R E C E D I N G .
On e  s u c h  e x a m p l e  i s  a  t r a c t  o f  t i m b e r . A d v o c a t e s  o f  t h e
A C C R E T I O N  METHOD AS SE RT  T HA T  AS T I M B E R  GROWS THERE I S AN I N C R E A S E  
I N  E CO NO MI C  V A L U E  WHI CH I S  NOT TOO D I F F I C U L T  TO M E A S U R E .  S l N C E  
T H I S  I N C R E A S E  I S  A P PA R ENT  AND M E A S U R A B L E ,  I T  SHOULD BE R E C OG N I Z E D
2 3
AS THE A C C R E T I O N  T A KES P L A C E .
| N  THE CASE OF NURSERY S T O C K ,  D U R I N G  THE GROWI NG PROCESS F A I R  
MARKET V A L U E  I S  I N C R E A S I N G  W I T H  GROWTH AND THE PRODUCT HAS READY 
M A R K E T A B I L I T Y .  I F  THE NURSERY S T O C K ' S  V A L UE  R E M A I N S  AT COST U N T I L  
A C T U A L L Y  SOLD YEARS L A T E R ,  THERE I S  A D I S T O R T I O N  OF P E R I O D I C  I N C O M E .  
A SUGGESTED S O L U T I O N  I S TO V A L U E  THE NURSERY STOCK I N V E N T O R Y  AT NET 
R E A L I Z A B L E  V A L U E  ( S E L L I N G  P R I C E  L ESS EXP E NSE S  TO S E L L )  AND RE C O G N I Z E
2 4
THE I N C R E A S E  AS RE V E N U E .
I N  A G R I C U L T U R E  A S I M I L A R  METHOD I S  A D V O C A T E D .  NET R E A L I Z A B L E  
V A L UE  I S  ADVOCATED I N  THE CASE OF FARM PRODUCTS AND L I V E S T O C K .  As 
■ I . NT T HELOT HERT EXAMPL ES,  CTHE R E S U L T  I S  TO R E C OG N I Z E  THE REVENUE I N THE
2 ^ P a t o n  a n d  P a t o n ,  o p . c i t . ,  p . 2 9 4 .
2 3 b  i e r m a n ,  _o p . c i t . .  p . 1 7 2 . ‘
2 4 p a t o n  a n d  L i t t l e t o n ,  _o p . c i t . ,  p . 5 2 .
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P E R I O D  OF A C C R E T I O N  RATHER THAN THE YEAR OF A C T U A L  S A L E .
S u m m a r i z i n g ,  t h e  m a i n  t e n e t s  o f  t h e  a c c r e t i o n  m e t h o d  a r e :
( 1 )  c h a n g e s  i n  e c o n o m i c  v a l u e s  s h o u l d  b e  r e c o g n i z e d  p r i o r  t o  - ACTUAL
S A L E ,  ( 2 )  R E C O G N I T I O N  SHOULD TA K E P L A CE P E R I O D I C A L L Y  I F  M E A S U R A B L E ,  
AND ( 3 )  THE AMOUNT OF REVENUE TO BE R E C O G N I Z E D  I S D E T E R M I N E D  BY 
MARKET  V A L U E .
S a l e  B a s i s . T h e  s a l e  b a s i s  m e t h o d  o f  r e v e n u e  r e c o g n i t i o n
I N D I C A T E S  T H A T  REVENUE SHOULD BE RECORDED WHEN THE E F F O R T S  OF THE
B U S I N E S S  E N T E R P R I S E  HAVE BEEN V A L I D A T E D  BY D E F I N I T E  AND F I N A L
2 6  ,
ARRANGEMENTS W I T H  C U S T O ME RS .  I N  OTHER WORDS,  THE P O I N T  OF S A L E
RE P RES E NT S  A S I T U A T I O N  WHERE THE B U S I N E S S  E N T E R P R I S E  R E C E I V E S  A 
S T I M U L U S  BY A C C E P T I N G  THE OFF E R TO B U Y .  T H E R E F O R E ,  I T  I S  CONT E ND E D,  
AN O B S E R V A B L E  EVENT  HAS T R A N S P I R E D .
Us u a l  j u s t i f i c a t i o n  f o r  t h e  v a l i d i t y  o f  t h i s  m e t h o d  o f  r e v e n u e
R E C O G N I T I O N  I S I N TWO P A R T S :
1 .  T h e  p o i n t  o f  s a l e  i s  c o n s i d e r e d  t h e  m o s t  s i g n i f i c a n t
E V E NT  I N THE C H A I N  OF E VE NT S  C O N S T I T U T I N G  THE B U S I N E S S  P R O C E S S .  I N  
OTHER WORDS,  THE S A L E  I S THE END TOWARD WHI CH A L L  OF THE E F F O R T S  OF 
THE B U S I N E S S  E N T E R P R I S E  HAVE BEEN D I R E C T E D .
2 .  A t  t h e  p o i n t  o f  s a l e  t h e  p r o d u c t  o r  s e r v i c e  b e i n g  s o l d  i s
REMOVED FROM THE O R G A N I Z A T I O N  AND R E P L ACE D W I T H  NEW A S S E T S  I N  THE
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FORM OF V A L I D  R E C E I V A B L E S  OR C A S H .
I n s u p p o r t  o f  t h e  f i r s t  j u s t i f i c a t i o n ,  B i e r m a n  s t a t e s :
^ ^ L o c . C I T .
2 6 p A T O N  AND Pa t o n ,  _op.  C I T . .  P .  2 7 9 .
^ I b i d . ,  p .  2 7 8 .
A c t u a l l y ,  t h e  e a r n i n g  o r  t h e  i n c o m e  a s s o c i a t e d  w i t h  t h e  t r a n s ­
a c t i o n  DOES NOT OCCUR AT ONE MOMENT I N  T I M E  BUT RAT HER I T  OCCURS 
THROUGHOUT A L L  P R O C E S S E S ,  I N C L U D I N G  P U R C H A S I N G ,  P R O D U C T I O N ,  
S A L E S ,  S H I P P I N G ,  AND C O L L E C T I O N .  HOWEVER,  I T  I S  C O N V E N T I O N A L  
P R A C T I C E  FOR THE A CCOUNT A NT  FOR PURPOSES OF C O N V E N I E N C E  TO 
ASSUME I T  OCCURS A T  ONE MOMENT AND TO CHOOSE THE MOMENT OF S AL E 
AS THE S I G N I F I C A N T  MOMENT .  THE MOMENT OF S A L E  CHANGES THE 
P R O B A B I L I T Y  OF B E I N G  ABLE TO CONVERT THE A S S E T  OF I N V E N T O R Y  TO 
THE A S S E T  OF CASH MORE THAN A N Y  OTHER E V E NT  I N THE NORMAL 
M A N U F A C T U R I N G  O P E R A T I O N .
S u p p o r t i n g  t h e  s e c o n d  j u s t i f i c a t i o n ,  Ha t f i e l d  s a y s :
P r o b a b l y  t h e  m o s t  g e n e r a l l y  a c c e p t e d  v i e w  i s  t h a t  p r o f i t s  a r e
R E A L I Z E D  WHEN A S A L E  HAS BEEN M A D E .  I t  DOES NOT I M P L Y  THE 
R E C E I P T  OF CASH BUT A T  L E A S T  AN A C T U A L  CONT RACT  I N V O L V I N G  THE 
E S T A B L I S H M E N T  OF A V A L I D  C L A I M  A G A I N S T  THE P U R C H A S E R .  I T  DOES 
NOT DEPEND MERE L Y  UPON THE O P I N I O N  OF THE P R O P R I E T O R  AS TO THE 
V A L U E  OF H I S  OWN A S S E T S ,  BUT THE O P I N I O N  HAS BEEN CORROBORATED 
BY AN O U T S I D E R  AND HAS BEEN M A N I F E S T E D  BY THE G I V I N G  OR R E C E I P T  
OF CASH OR BY THE M A K I N G  OF AN E N F O R C E A B L E  C O N T R A C T . ^ 9
I n A L L  OF THE P R E C E D I N G ,  HOWEVER,  WHAT C O N S T I T U T E S  A S A L E  HAS 
NOT BEEN I N D I C A T E D .  A P O I N T  OF S A L E  COULD BE CONSTRUED TO MEAN ANY 
OF THE F O L L O W I N G :  ( l ) T A K I N G  THE ORDER,  ( 2 )  L E G A L  P A S S I N G  OF T I T L E ,
OR ( 3 )  A C T U A L  S H I P M E N T  OR D E L I V E R Y  OF THE GOODS.
T h e  A C T  OF T A K I N G  THE ORDER I S  U S U A L L Y  NOT C O N S I D E R E D  THE  
A P P R O P R I A T E  P O I N T  TO R E C O G N I Z E  R E V E N U E .  THE R A T I O N A L E  FOR T H I S  
P O S I T I O N  I S T H A T  THERE I S  ALWAYS THE P O S S I B I L I T Y  OF C A N C E L L A T I O N .
I n A D D I T I O N ,  AND P R O B A B L Y  OF MORE S I G N I F I C A N C E  THAN THE P O S S I B I L I T Y  
OF C A N C E L L A T I O N ,  I S THE FACT T H A T  ORDER T A K I N G  MAY PRECEDE A C T U A L  
P R O D U C T I O N  OF THE GOODS,  THE I M P L I C A T I O N  B E I N G  T H A T  THE R E C O G N I T I O N  
OF REVENUE MUST BE PRECEDED BY THE E A R N I N G  OF THE REVENUE I N
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Q U E S T I O N .
I E RMAN,  _0P.  C I T . .  P .  1 7 0 .  
2 9 h a t f  I E L D ,  OP.  C I T . ,  P .  2 5 5 .
F r o m  a  l e g a l  s t a n d p o i n t ,  a  s a l e  i s  n o t  c o m p l e t e d  u n t i l  t i t l e
HAS PASSED FROM S E L L E R  TO B U Y E R .  I n ORDER TO A S C E R T A I N  WHEN L E G A L  
T I T L E  HAS P A S S E D ,  THE I N T E N T  OF THE P A R T I E S  TO THE CONT RACT  I S PRE­
D O M I N A N T .  I n t e n t  c a n  e i t h e r  b e  s p e c i f i c a l l y  e x p r e s s e d  o r  e v i d e n c e d
BY THE A C T I O N S  OF THE P A R T I E S  I N V O L V E D .  As A R E S U L T ,  L E G A L  T I T L E  
MAY T RANS F E R A T  MANY D I F F E R E N T  P O I N T S  I N  T I M E ,  D E P E N D I N G  UPON THE 
C I R C U M S T A N C E S  U N D E R L Y I N G  EACH S I T U A T I O N .  FOR E X A M P L E ,  L E G A L  T I T L E  
MAY PASS WHEN PAYMENT I S R E C E I V E D ,  WHEN THE ORDER I S  T A K E N ,  OR WHEN 
D E L I V E R Y  OF THE GOODS I S BEGUN OR C O M P L E T E D .  HOWEVER,  A DVOCAT ES 
S T A T E  T HA T  I T  I S NOT ALWAYS F E A S I B L E  TO MAKE A S T R I C T  A P P L I C A T I O N  
OF THE L E GA L  T E S T .  As A R E S U L T ,  THE C R I T E R I O N  FOR R E C O G N I T I O N  OF 
A S A L E  U S U A L L Y  E S T A B L I S H E D  I S THE S H I P M E N T  OR D E L I V E R Y  OF THE GOODS.
S u c h  s h i p m e n t  o r  d e l i v e r y  i s  t h u s  c o n s i d e r e d  e q u i v a l e n t  t o  t r a n s f e r  
o f  T I T L E .  T h i s  c o n c e p t  i s  c o n s i d e r e d  t o  b e  m o r e  t h a n  a  p r a c t i c a l
E X P E D I E N T  BY ADV OCAT ES  OF T H I S  ME T HODS .  T HEY  CONTEND T H A T  T H I S  
P O L I C Y  G E N E R A L L Y  R E F L E C T S  THE I N T E N T  OF THE BUYER AND S E L L E R  I N
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MOST S I T U A T I O N S .
On t h i s  p o i n t  G i l m a n  s a y s :
Be c a u s e  m o s t  b u s i n e s s  m e n  a r e  n o t  l a w y e r s  a n d  h e n c e  a r e  i l l
E Q U I P P E D  TO D E T E R M I N E  I N  EACH I N S T A N C E  J U S T  WHEN THE T I T L E  TO 
M E R C H A N D I S E  P A S S E S ,  I T  HAS BECOME A MA T T E R  OF B U S I N E S S  CUSTOM 
TO ASSUME T H A T  T I T L E  P A S S E S ,  A R E C E I V A B L E  I S CREATED AND I NCOME 
I S R E A L I Z E D  WHEN S H I P M E N T  OR D E L I V E R Y  OF M E R C H A N D I S E  I S MADE 
AND WHEN THERE I S AN I N T E N T  TO PASS T I T L E  ( T H U S  E X C L U D I N G  
CONSI GNME NT S OR A P P R O V A L  S A L E S ) . 3 2
S p e c i f i c  o b j e c t i o n s  a r e  o f t e n  r a i s e d  a g a i n s t  t h e  s a l e  b a s i s .
^ ^ B a s k e r o p o p ' .  i g i t . g , P v  . 2 3 9 .
3 2 S t e p h e n  G i l m a n ,  A c c o u n t i n g  C o n c e p t s  o f  P r o f i t  ( N e w  Yo r k :
T h e  R o n a l d  P r e s s  C o m p a n y ,  1 9 3 9 ) ,  p .  1 0 0 .
T h o s e  t h a t  a r e  o f f e r e d  m o s t  o f t e n  a r e :  ( 1 )  c r e d i t  s a l e s  m a y  p r o v e
TO BE u n c o l l e c t i b l e ;  ( 2 )  r e c e i v a b l e s ,  i n  t h e i r  p r e s e n t  f o r m ,  c a n n o t
BE USED TO PAY C R E D I T O R S  OR D I V I D E N D S ;  AND ( 3 )  A D D I T I O N A L  COSTS MAY
3 3
HAVE TO BE I NCURRED A F T E R  THE P O I N T  OF S A L E .
TO THE ADHE RENT S  OF THE S A L E  B A S I S ,  THE P R E C E D I N G  O B J E C T I O N S  
DO NOT C O N S T I T U T E  S I G N I F I C A N T  ENOUGH PROBLEMS TO CAUSE THE METHOD  
TO BE D I S C A R D E D .  I N  ANSWER TO THE F I R S T  O B J E C T I O N ,  THESE ADVOCAT ES  
CONTEND T HA T  U N C O L L E C T I B L E  R E C E I V A B L E S  CAN BE E S T I M A T E D  W I T H  
S U F F I C I E N T  A CCURACY AS TO NEGATE THE O B J E C T I O N .  A n  E S T I M A T E  OF 
U N C O L L E C T I B L E S  WOULD BE USED TO REDUCE THE REVENUE I N  Q U E S T I O N  AND 
ALS O TO P R O V I D E  A NET AMOUNT TO BE R E A L I Z E D  FOR THE R E C E I V A B L E S
3 4
A CCOUNT .
T h e  SECOND O B J E C T I O N  P R O V I D E S  a STRONGER P O I N T  FOR D I S A G R E E ­
M E N T .  T h e  C O N T E N T I O N  B E I N G  T H A T  R E C E I V A B L E S  ARE NO D I F F E R E N T  THAN 
S A L A B L E  GOODS ON HAN D.  I n R E F U T A T I O N  OF T H I S  P O I N T  THE A DVOCAT ES 
OF THE S A L E  B A S I S  S T A T E  T H A T  R E C E I V A B L E S  ARE C O N S I D E R E D  BY THE 
COURTS AS NEW A S S E T S  OF THE B U S I N E S S  AND V A L I D  P R O P E R T Y .  A D D I T I O N ­
A L L Y ,  T H E Y  S T A T E  T HA T  R E C E I V A B L E S  ARE R E A S O N A B L Y  L I Q U I D  AND I F  NEED 
BE I M M E D I A T E  FUNDS CAN BE P R O V I D E D  THROUGH THE PROCESS OF D I S ­
C O U N T I N G  OR P L E D G I N G  THE R E C E I V A B L E S .  I F  I T  BECOMES N E C E S S A R Y ,  
R E C E I V A B L E S  P R E S U M A B L Y  COULD P R O V I D E  I M M E D I A T E  FUNDS FOR THE P AY ­
MENT OF C R E D I T O R S  AND D I V I D E N D S .  I t  A P P E A R S ,  T H E R E F O R E ,  T HA T  THE
3 5
O B J E C T I O N  C O NC E RNI NG  L I Q U I D I T Y  I S  M I T I G A T E D .
3 3 M .  A .  Pa t o n  ( e d . ) ,  A c c o u n t a n t ' s Ha n d b o o k  ( N ew Yo r k :  T he  
Ro n a l d  P r e s s  Co m p a n y ,  1 9 4 9 ) ,  p .  1 1 1 .
3 4 p a t o n  a n d  L i t t l e t o n ,  _o p . c i t . ,  p .  5 5 .
3 5 | b i d . ,  p . 5 6 .
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T h e  l a s t  o b j e c t i o n  p r e s u m a b l y  c a n  b e  h a n d l e d  i n  a  m a n n e r
S I M I L A R  TO THE F I R S T ,  T H A T  I S ,  BY E S T A B L I S H I N G  A P R O V I S I O N  FOR 
E S T I M A T E D  A F T E R - C O S T S .  HOWEVER,  I N  ANSWER TO T H I S  P R O P O S A L ,
OPPONENTS OF THE S A L E  B A S I S  S T A T E  T H A T  COSTS SHOULD NOT BE RECOG­
N I Z E D  U N T I L  T H E Y  HAVE BEEN A C T U A L L Y  I N C U R R E D .  To RE F UT E  THE 
P R E C E D I N G  ARGUMENT PATON SAYS T HA T  " T H E  D I F F I C U L T Y  I S  RESOLVED 
WHEN I T  I S P E R C E I V E D  T H A T  A D J U S T M E N T S  FOR A F T E R - C O S T S  ARE A PART  
OF THE PROCESS OF M E A S U R I N G  THE REVENUES A P P L I C A B L E  TO A P A R T I C U L A R
3 6
P E R I O D  ON A S A L E  B A S I S 1' .
3 6 }  b I D PP 5 5 - 5 6  .
CHAPTER l-V 
EVALUATION OF CONVENTIONAL REVENUE RECOGNITION METHODS
E a c h  o f  t h e  m e t h o d s  t o  b e  e v a l u a t e d  i n  t h i s  c h a p t e r  a r e
ENCOMPASSED BY A B A S I C  FRAMEWORK WHI CH C O N S I S T S  OF C E R T A I N  P O S T U­
L A T E S .  A l s o ,  i t  a p p e a r s  t h a t  e a c h  o f  t h e  m e t h o d s  t o  b e  e v a l u a t e d
I S  I N T E R N A L L Y  L O G I C A L .  T H E R E F O R E ,  D I F F E R E N C E S  W H I C H  E X I S T  BETWEEN 
METHODS P R E S U M A B L Y  R E S U L T  FROM D I F F E R E N C E S  I N  B A S I C  A S S U M P T I O N S  
WH I C H  ARE USED TO BOUND EACH FRAMEWORK.  As A R E S U L T ,  THE E V A L ­
U A T I O N  OF T HE SE  METHODS W I L L  BE CONCERNED W I T H  AN E V A L U A T I O N  OF 
B A S I C  P O S T U L A T E S  AND NOT I N T E R N A L  P R I N C I P L E S  AND P RO CE D URE S .
C a s h  Re c e i p t s
W i t h  c o u r t  d e c i s i o n s  s u c h  a s  B a d h a m  v . W i l l i a m s ,  w h i c h  w a s
QUOTED FROM I N  CH A P T E R  I I I ,  I T  I S  NOT D I F F I C U L T  TO P E R C E I V E  WHY 
THE CASH R E C E I P T S  METHOD WAS A CC E P T E D AS A WAY TO R E C O G N I Z E  R E V E N U E .
A l s o ,  i t  s e e m s  a p p a r e n t  t h a t  t h e  u n d e r l y i n g  p o s t u l a t e s  f o r  t h e
ACCEP TANCE OF T H I S  METHOD WERE THEN AND ARE NOW THE CONCEPTS OF 
C E R T A I N T Y  OF C O L L E C T I O N  AND I M M E D I A T E  A V A I L A B I L I T Y  OF P U R C H A S I N G  
POWER.
W i t h  t h e s e  p o s t u l a t e s ,  i t  a l s o  s e e m s  a p p a r e n t  t h a t  t h e
U L T I M A T E  GOAL ESPOUSED BY THE A DVOCAT ES OF T H I S  METHOD I S  CON­
S E R V A T I S M .  T h e r e f o r e ,  i f  t h e s e  p o s t u l a t e s  a n d  t h e  g o a l  o f
C O N S E R V A T I S M  ARE A C C E P T E D ,  I T  CAN BE L O G I C A L L Y  DEDUCED T HA T  RECOG­
N I T I O N  OF REVENUE MUST A W A I T  THE R E C E I P T  OF C A S H .  THE METHOD THEN 
I S  I N T E R N A L L Y  L O G I C A L .
W i t h  r e s p e c t  t o  t h e  f i r s t  p o s t u l a t e ,  J u d g e  Ke k e w i c h  i n  t h e  
Ba d h a m  v .  W i l l i a m s  c a s e  ( w h e n  r e f e r r i n g  t o  b i l l s  w h i c h  m a t u r e  a t
SOME L A T E R  D A T E )  S A I D ;  " A R E  T H E Y  TO C O N S I D E R  THOSE AS SO MUCH CASH
1
FOR THE PURPOSES OF T HA T  B U S I N E S S ? "  I N T H I S  ONE S T A T E M E N T  THE 
O P I N I O N S  WHI CH P R E V A I L E D  AT T H A T  T I M E  C ONC ERNI NG C E R T A I N T Y  OF 
C O L L E C T I O N  AND A V A I L A B I L I T Y  OF P U R C H A S I N G  POWER CAN BE O B S E R V E D .
As A RES U L T  OF T H I S  B E L I E F ,  E A R L Y  A C C O U N T A N T S ,  AND SOME OF T O D A Y ' S  
A C C O U N T A N T S ,  DEF ENDED THE CASH R E C E I P T S  METHOD ON THE P R E M I S E  T HA T  
NOTES AND ACCOUNTS R E C E I V A B L E  CANNOT BE C O N S I D E R E D  THE E Q U I V A L E N T
o f  c a s h . T h e y  c o n c l u d e ,  t h e r e f o r e ,  t h a t  no  j u s t i f i c a t i o n  e x i s t s
FOR THE R E C O G N I T I O N  OF REVENUE U N T I L  CASH I S R E C E I V E D .
N o t e s  a n d  a c c o u n t s  r e c e i v a b l e  a r e  n o t  c o n s i d e r e d  t h e  e q u i v a ­
l e n t  OF CASH BECAUSE THERE S T I L L  E X I S T S  SOME P O S S I B I L I T Y  OF 
N O N - P A Y M E N T .  As PATON AND PATON PUT I T :
THE ARGUMENT FOR THE C O L L E C T I O N  B A S I S  GROWS OUT OF THE V I E W  
T H A T  THE S A L E  B A S I S  I S  NOT A D E Q U A T E L Y  C O N S E R V A T I V E  . . . .
W i t h  c o l l e c t i o n  o f  c a s h , f r o m  t h e  c u s t o m e r ,  i t  m a y  b e  u r g e d ,  
t h e  t r a n s a c t i o n  IS g e n e r a l l y  c l o s e d ,  a n d  t h e  a m o u n t  o f  r e v e n u e
I S  F U L L Y  V A L I D A T E D  . . . .  REVENUE I N THE FORM OF C A S H ,  I N 
OTHER WORDS,  I S  R E A L I Z E D  TO THE UTMOST*  NO S U C C E E D I N G  EV E NT  
RENDERS THE REVENUE FUND MORE D E F I N I T E  OR MORE A V A I L A B L E . 2
| S  T H I S ,  HOWEVER,  A V A L I D  APPROACH I N  T O D A Y ' S  B U S I N E S S  S O C I E T Y ?
! H e n r y  R a n d  H a t f i e l d ,  A c c o u n t i n g  ( New Y o r k :  A p p l e t o n - C e n t u r y -  
C r o f t s ,  I n c . ,  1 9 2 7 ) ,  p .  2 5 4 .
^ W i l l i a m  A.  P a t o n  a n d  W i l l i a m  A.  P a t o n ,  J r . ,  C o r p o r a t i o n  
A c c o u n t s  a n d  S t a t e m e n t s  ( Ne w Y o r k :  T h e  M c M i l l a n  C o m p a n y ,  1 9 5 5 ) ,  
p .  2 8 3 .
Ge n e r a l l y ,  t h e  a n s w e r  i s  n e g a t i v e ,  e v e n  t h o u g h  i t  m u s t  be
GRANTED T H A T  NOTES AND ACCOUNTS R E C E I V A B L E  ARE NOT I N  F A C T  CA S H .
Ho w e v e r ,  a s  o u r  b u s i n e s s  e n v i r o n m e n t  b e c a m e  a  c r e d i t - i n s t r u m e n t
S O C I E T Y ,  A SYST EM OF LAWS WAS DE V E L O P E D  T H A T  A T T E M P T E D  TO REDUCE 
THE P O S S I B I L I T Y  OF N O N - P A Y M E N T  TO A N E G L I G I B L E  AMOUNT .  FOR 
E X A M P L E ,  I N  1 9 5 0  BAD DEBTS WERE 1 . 4 5  PER CENT OF T O T A L  CONSUMER
3  Tc r e d i t . T h e r e f o r e ,  p r e s e n t  o p i n i o n  g e n e r a l l y  i s  t h a t  a c c o u n t s
AND NOTES R E C E I V A B L E  W I L L ,  I N  A L L  P R O B A B I L I T Y ,  BE CO L L E C T E D  I N THE 
NORMAL COURSE OF B U S I N E S S  BECAUSE THE S E L L E R  HAS A L E G A L L Y  ENFORCE
4
A B L E  C L A I M  TO C A S H .
W i t h  r e s p e c t  t o  t h e  s e c o n d  p o s t u l a t e ,  t h e  i m m e d i a t e  a v a i l ­
a b i l i t y  OF P U R C H A S I N G  POWER,  A C R I T I C A L  A N A L Y S I S  I S  N E E D E D .  THOSE 
T HA T  ADVOCATE T H I S  P O S T U L A T E  A P P A R E N T L Y  B E L I E V E  T HAT  T O T A L  REVENUE 
SHOULD BE I M M E D I A T E L Y  A V A I L A B L E  AS P U R C H A S I N G  POWER BEFORE RECOG­
N I T I O N  OF REVENUE I S J U S T I F I E D .
I n R E P L Y  TO T H I S  A P P RO A C H,  AN A N A L Y S I S  OF THE CASH R E Q U I R E ­
MENTS OF T O D A Y ' S  B U S I N E S S  E N T E R P R I S E  I S  P R E S E N T E D .  G E N E R A L L Y ,
CASH I S USED FOR PAYMENT OF D I V I D E N D S ,  C A P I T A L  E X P E N D I T U R E S ,  AND 
O U T - O F - P O C K E T  E X P E N S E S .  HOWEVER,  CASH PAYMENTS FOR EACH OF THESE 
CAN BE DE L A Y E D  BY THE C R E A T I O N  OF A L I A B I L I T Y .  MORE I M P O R T A N T L Y ,  
THERE I S  THE MA T TER OF T I M I N G .  FOR E X A M P L E ,  C A P I T A L  E X P E N D I T U R E S
3 c o m p u t e d  f r o m  d a t a  i n  t h e  E c o n o m i c  R e p o r t  o f  t h e  P r e s i d e n t . 
1 9 6 4 , a n d  N a t i o n a l  I n c o m e . A S u p p l e m e n t  t o  a S u r v e y  o f  C u r r e n t  
B u s i n e s s . 1 9 5 4 . Bad  d e b t s  w e r e  3 9  p e r  c e n t  o f  b u s i n e s s  t r a n s f e r  
p a y m e n t s  i n  1 9 5 0 .  T h u s ,  b a d  d e b t s  o f  $ 3 1 2 , 0 0 0 , 0 0 0  d i v i d e d  b y  
c o n s u m e r  c r e d i t  o f  $ 2 1 , 4 7 1 , 0 0 0 , 0 0 0  e q u a l s  1 . 4 5  p e r  c e n t .
4 " T h e  R e a l i z a t i o n  C o n c e p t . 11 T h e  A c c o u n t i n g  R e v i e w , XL ( A p r i l  
1 9 6 5 ) ,  3 1 7 .
AND D I V I D E N D  PAYMENTS HAVE TO BE C O N S I D E R E D  A PROBLEM D I S T I N C T  FROM
5  .THE REVENUE R E C O G N I T I O N  P RO B L E M.  A L S O ,  EVEN I N THE CASE OF SOME 
O U T - O F - P O C K E T  E X P E N S E S  T H E I R  PAYMENT  I S  F R E Q U E N T L Y  I N ANOTHER 
A C C O U N T I N G  P E R I O D  FROM THE REVENUE THEY HEL PED TO G E N E R A T E .  PRE­
S U M A B L Y  T H E N ,  A T Y P I C A L  MODERN B U S I N E S S  E N T E R P R I S E  NEED NOT ,  AS A
GE NE RA L  R U L E ,  R E Q U I R E  T HA T  I T S  REVENUE BE I N  THE FORM OF CASH TO THE
6 uF U L L  E X T E N T  OF GRO S S .  HENCE,  I T  APPEARS T H A T  A V A I L A B I L I T Y  OF 
I M M E D I A T E  P U R C H A S I N G  POWER CANNOT BE ACC EP T E D AS A DEF ENSE FOR THE 
USE OF THE CASH R E C E I P T S  METHOD BECAUSE THE WEALT H I S  O T H E RWI SE  
P RE S E NT  WHETHER THE CASH I S OR N O T .  I F  NEED B E ,  THE ACCOUNTS AND 
NOTES R E C E I V A B L E S  CAN U S U A L L Y  BE CONVERTED I N T O  CASH ON R E L A T I V E L Y  
SHORT N O T I C E  BY P L E D G I N G  OR F A C T O R I N G .
Mo r e  i m p o r t a n t l y ,  h o w e v e r ,  i t  a p p e a r s  t h a t  t h e  e x i s t e n c e  o f
CASH DOES NOT MORE F U L L Y  V A L I D A T E  THE AMOUNT OR THE E X I S T E N C E  OF 
R E V E N U E .  THE AMOUNT AND E X I S T E N C E  OF REVENUE ARE A P P A R E N T L Y  
C O M P L E T E L Y  V A L I D A T E D  WHEN THE MARKET  ACKNOWLEDGES T HA T  U T I L I T Y  WAS 
I N  F A CT  CRE ATE D I N THE FORM OF GOODS OR S E R V I C E S  BY THE F I R M .  T h I S  
ACKNOWLEDGMENT TAKES P L A C E  AT THE T I M E  OF A MARKET  T R A N S A C T I O N  
D E A L I N G  W I T H  THE S P E C I F I C  GOODS OR S E R V I C E S  I N  Q U E S T I O N ,  THE  
A C C O U N T I N G  U N I T  I N Q U E S T I O N  AND AN I N D E P E N D E N T  P A R T Y ;  HOWEVER,  T H I S  
T R A N S A C T I O N  DOES NOT R E Q U I R E  THE PRESENCE OF C A S H .  THE R E C E I P T  OF 
CASH A P P A R E N T L Y  DOES NOT D I R E C T L Y  A F F E C T  THE V A L I D A T I O N  OF REVENUE  
EVEN THOUGH I T  DOES F U L L Y  V A L I D A T E  THE E X I S T E N C E  OF P U R C H A S I N G
^ R u s s e l  B o w e r s ,  " T e s t s  o f  I n c o m e  R e a l  i z a t  i o n , 11 The 
A c c o u n t i n g  R e v i e w , XV I  ( J u n e ,  1 9 4 1 ) ,  1 5 1 .
6l_oc. c i t .
p o w e r . T h e r e f o r e ,  i t  s e e m s  t h a t  t h e  c a s h  r e c e i p t s  m e t h o d  i s  m o r e
a c o l l e c t i o n  m e t h o d  t h a n  a  r e v e n u e  r e c o g n i t i o n  m e t h o d .
I n  a d d i t i o n  t o  t h e  a b o v e ,  t h e  m e t h o d  o f  h a n d l i n g  c a s h  
r e c e i v e d  i n  a d v a n c e  o f  p e r f o r m a n c e  u n d e r  t h e  c a s h  r e c e i p t s  m e t h o d
LE A V E S  I T S E L F  OPEN TO C R I T I C I S M .  T o  BE C O N S I S T E N T ,  CASH R E C E I V E D  
IN A DV ANCE OF PERFORMANCE A P P A R E N T L Y  WOULD BE R E C O G N I Z E D  AS REVENUE
T h i s  a p p r o a c h ,  h o w e v e r ,  a p p e a r s  t o  b e  u n t e n a b l e . "^ T h e  r a t i o n a l e  i s
THAT T H I S  APPROACH I S IN D I R E C T  V I O L A T I O N  OF THE F I R S T  C R I T E R I O N  
FOR REVENUE R E C O G N I T I O N  PROPOSED I N  CH A P T E R  I I ;  T HA T  I S ,  T HA T  
REVENUE SHOULD NOT BE R E C OG NI Z E D BEFORE P ERF ORMANCE.  A C C O R D I N G  TO
P a t o n  a n d  L i t t l e t o n :
C r e d i t  b a l a n c e s  o f  t h i s  s o r t  s h o u l d  b e  e n t i r e l y  e x c l u d e d  f r o m
T HE  INCOME S T A T E M E N T  AND SHOULD BE REPORTED AS L I A B I L I T I E S  I N  
T HE  BALANCE S H E E T .  THE FUNDS D E P O S I T E D  ARE F U L L Y  COVERED BY  
T HE O B L I G A T I O N  TO THE CUSTOMERS AND AFFORD NO SUPP ORT  FOR A 
C R E D I T  TO REVENUE U N T I L  D E L I V E R Y  OF GOODS OR S E R V I C E S  AS 
A G R E E D ;  i n  T HE EVENT  T H A T  THE VENDOR I S UNABLE TO MAKE D E L I V E R Y  
T HE  E N T I R E  AMOUNT MUST BE R E T U R N E D .  UPON PERFORMANCE BY THE  
V ENDOR THE L I A B I L I T Y  TO THE CUSTOMER I S E X T I N G U I S H E D  AND THE  
AMOUNT OF THE D E P O S I T  I S  RE L E A S E D TO THE REVENUE A C C O U N T . ®
A n o t h e r  p h a s e  o f  t h e  c a s h  r e c e i p t s  m e t h o d  d e a l s  w i t h  i n s t a l l ­
m e n t  S A L E S .  I n  T H I S  S I T U A T I O N  REVENUE I S  R E C O G N I Z E D  AS CASH I S 
R E C E I V E D  FOR EACH I N S T A L L M E N T .  THE REASON FOR T H I S  APPROACH TO 
REVENUE R E C O G N I T I O N  APPEARS TO BE P R E D I C A T E D  ON THE B E L I E F  THAT 
S I N C E  THE I N S T A L L M E N T  CONTRACT ALLOWS PAYMENTS TO BE SPREA D OVER A
/ A N  E X C E L L E N T  EXAMPLE OF THE D I F F I C U L T I E S  T HAT  CAN BE 
ENCOUNTERED U S I N G  T H I S  APPROACH CAN BE FOUND I N ,  " W O R L D ' S  Fa I R
T r o u b l e s . "  L i f e  M a g a z i n e . ( M a y  1 4 ,  1 9 6 5 ) ,  1 4 6 .
^W.  A .  Pa t o n  a n d  A .  C .  L i t t l e t o n ,  A n I n t r o d u c t i o n  t o  
Co r p o r a t e  A c c o u n t i n g  S t a n d a r d s  ( C o l u m b u s ,  O h i o ;  A m e r i c a n  A c c o u n t i n g  
As s o c i a t i o n ,  1 9 4 0 ) ,  p .  5 9 .
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R E L A T I V E L Y  LONG P E R I O D  OF T I M E ,  C O L L E C T I O N  I S L E S S  C E R T A I N .  THERE 
A PPEARS TO BE L I T T L E  J U S T I F I C A T I O N  FOR T H I S  “ APPROACH ( A S I D E  FROM 
I NCOME T A X  C O N S I D E R A T I O N S )  FOR TWO RE AONS;  ( 1 )  BASED UPON 
S T A T I S T I C S  ON CONSUMER C R E D I T  PRESENTED ABOVE ( 1 . 4 5  PER CENT  BAD 
DEBTS I N  1 9 5 0 )  I T  SEEMS T H A T  THERE SHOUL D NOT BE UNDUE CONCERN FOR 
I N S T A L L M E N T  S A L E  C O L L E C T I O N S .  ( 2 )  T H I S  PROBLEM A P P E A R S  TO BE ONE 
OF C O L L E C T I B I L I T Y  RATHER THAN ACKNOWLEDGMENT OF THE E X I S T E N C E  OF 
R E V E N U E .
On e  F I N A L  PHASE OF THE CASH R E C E I P T S  METHOD R E M A I N S  TO BE 
A N A L Y Z E D ;  T HA T  I S ,  WHERE THE P O I N T  OF S A L E  AND CASH R E C E I P T  C O I N C I D E .
U n d e r  t h e s e  c i r c u m s t a n c e s  n o  a p p a r e n t  p r o b l e m  e x i s t s . G i v e n  t h e s e
C I R C U M S T A N C E S ,  THE CASH R E C E I P T S  METHOD OF REVENUE R E C O G N I T I O N  I S  
A C C E P T A B L E  TO MOST A C C O U N T I N G  T H E O R I S T S .
B a s e d  u p o n  t h e  p r e c e d i n g  a r g u m e n t s ,  t h e  c a s h  r e c e i p t s  m e t h o d
I S  C O N S I D E R E D  AN A C C E P T A B L E  METHOD OF REVENUE R E C O G N I T I O N  O N L Y  I N  
THOSE S I T U A T I O N S  WHERE THE C O L L E C T I O N  OF CASH AND T HE P O I N T  OF S A L E  
CO I N C I D E .
P r o d u c t i o n  a n d  A c c r e t i o n  Me t h o d s
A s  AN A L T E R N A T I V E  TO THE CASH R E C E I P T S  M E T HO D,  SOME ACCOUN­
T ANT S RECOMMEND THE P R O D U C T I O N  OR A C C R E T I O N  METHODS OF REVENUE 
R E C O G N I T I O N .  S l N C E  BOTH OF T H E S E  METHODS A P P A R E N T L Y  HAVE AS T H E I R  
F O U N D A T I O N  THE SAME P O S T U L A T E S ,  THEY W I L L  BE E V A L U A T E D  T O G E T H E R .
B o t h  m e t h o d s  a p p a r e n t l y  h a v e  a s  o n e  o f  t h e i r  b a s i c  p o s t u l a t e s
y HAROLD B i e r m a n ,  J r . ,  F i n a n c i a l  A c c o u n t i n g  T h e o r y  ( H e w  Y o r k :  
T h e  Ma c M i l l a n  C o m p a n y ,  1 9 6 5 ) ,  p p . 1 7 9 - 1 8 0 .
THE B E L I E F  THAT THE PROCESSES OF P R O D U C T I O N  AND A C C R E T I O N  ADD 
EXCHANGE VAL UE TO THE GOODS I N  Q U E S T I O N .  T H U S ,  AS E F F O R T  I S 
EXPENDED TO MANUFACTURE GOODS OR NAT UR A L  A S S E T S  A C C R E T E ,  THE 
ADVOCATES OF THESE METHODS CONTEND T HA T  VAL UE HAS BEEN ADDED AND 
REVENUE SHOULD BE R E C O G N I Z E D  I N  THE ACCOUNTS AS A PART OF O P E R A T I N G
I NCOME.  ___ _
T h e  ADVOCATES OF THESE METHODS P R E S U M A B L Y  BASE T H E I R  CONTEN­
T I O N  ON THE B E L I E F  T HA T  REVENUE I S EARNED BY THE PROCESSES OF
A C C R E T I O N  AND P R O D U C T I O N .  I T  I S ASSUMED T HA T  THE TERM TO EARN MEANS
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TO M E R I T  OR DESERVE AS THE R E S U L T  OF SOME P E RF ORMA NCE .  T H E R E F O R E ,
THERE A P P A R E N T L Y  I S  AN E Q U A T I N G  OF THE ACT OF D E S E R V I N G  AND THE 
A CT UAL  E X I S T E N C E  OF EXCHANGE V A L U E  WHEN REVENUE I S R E C O G N I Z E D  BEFORE 
THERE I S  V E R I F I A B L E  C E R T A I N T Y  AS TO THE E X I S T E N C E  OF R E V E N U E .
Ho w e v e r ,  p e r f o r m a n c e  o f  c e r t a i n  a c t s  d o e s  n o t  a l w a y s  g u a r a n t e e
THE C R E A T I O N  o f  EXCHANGE V A L U E .  RE V E N U E ,  THE PROCESS OF C R E A T I N G  
EXCHANGE VAL UE I N  THE FORM OF GOODS OR S E R V I C E S ,  I S  ASSUMED TO BE 
AN EX P OS T  FACTO C O N C E P T .  T H U S ,  FOR REVENUE TO A C T U A L L Y  E X I S T  I T  
MUST BE ACKNOWLEDGED BY THE M A R K E T .  HOWEVER,  THE ACT OF ACKNOWL­
EDGMENT DOES NOT MEAN THAT EXCHANGE V A L U E  WAS ADDED AT J U S T  THE 
MOMENT OF ACKNOWLEDGMENT.  THE ACT OF ACKNOWLEDGMENT I S R E T R O A C T I V E  
I N  THE S E N S E  THAT ACKNOWLEDGMENT V E R I F I E S  T HA T  EXCHANGE V A L U E  I S  
NOW M E R I T E D  OR DESE RV ED AS A R E S U L T  OF SOME P R I O R  P E RF ORMANCE.
T h e r e f o r e ,  p e r f o r m a n c e  ( p r o d u c t i o n  o r  a c c r e t i o n ) i n  t h i s  s i t u a t i o n
IS AN A N T I C I P A T O R Y  ACT  W I T H  R E S P E C T  TO THE C R E A T I O N  OF EXCHANGE
i u M q r t q n  B a c k e r . Ha n d b o o k  o f  Mo d e r n  A c c o u n t i n g  T h e o r y  
( e n g l e w o o d  C l i f f s ,  N. J . :  P r e n t i c e - H a l l ,  I n c . ,  1 9 5 5 ) ,  p.  2 4 2 .
V A L UE  BY A D I S C R E T E  F I R M  AND A MARKET T R A N S A C T I O N  C O N F I R M S  THE 
AMOUNT.
A p p a r e n t l y  t h e n ,  t h e r e  i s  s o m e  i n c o n s i s t e n c y  i f  t h e  a d v o c a t e s
OF T HESE METHODS CONTEND T HA T  P R O D U C T I O N  OR A C C R E T I O N  ADDS EXCHANGE 
V AL UE TO GOODS BEFORE THERE HAS BEEN ACKNOWLEDGMENT BY THE M A R K E T .
Ho w e v e r ,  i f  i t  i s  t h e i r  p o s i t i o n  t h a t  e x c h a n g e  v a l u e  d o e s  n o t
A C T U A L L Y  E X I S T  U N T I L  THERE I S ACKNOWLEDGMENT AND T H E I R  PURPOSE I S 
J U S T  A P R O R A T I O N  OF A N T I C I P A T E D  REVENUE BECAUSE OF THE P E R I O D  CON­
V E N T I O N ,  THEN T HESE METHODS A P P E A R TO BE I N T E R N A L L Y  C O N S I S T E N T .
T h e r e  w o u l d ,  h o w e v e r ,  s t i l l  e x i s t  i n  m o s t  s i t u a t i o n s  a  d i s ­
c r e p a n c y  BETWEEN THESE METHODS AND THE ST ANDARD FOR REVENUE
r e c o g n i t i o n  p r o p o s e d  i n  C h a p t e r  I I .
To I L L U S T R A T E ,  ASSUME T H A T  A F I R M  I S R E C O G N I Z I N G  REVENUE ON 
THE P R O D U C T I O N  B A S I S  FOR GOODS WHI CH DO NOT HAVE A READY M A R K E T .
( A  READY MARKET I N D I C A T E S  THAT THE F I R M  CAN S E L L  A L L  OF THE GOODS 
T HA T  I T  D E S I R E S  W I T H O U T  A F F E C T I N G  P R I C E  AND COSTS OF D I S P O S A L  ARE 
KNOWN,  P R E D I C T A B L E ,  OR N E G L I G I B L E . )  UNDER T HESE C I R C U M S T A N C E S  AS 
P R O D U C T I O N  PROGRESSES THROUGH I T S  D I F F E R E N T  S T A G E S ,  REVENUE WOULD 
BE R E C O G N I Z E D  I N  THE ACCOUNTS AS A PART OF O P E R A T I N G  I N C O M E .  T h I S  
APPROACH TO REVENUE R E C O G N I T I O N  AP P EA RS  TO I N D I C A T E  T H A T  EXCHANGE  
VAL UE I S  B E I N G  R E C OG NI Z E D BEFORE THERE HAS BEEN A MA RK E T  T R A N S A C T I O N  
W I T H  AN I N D E P E N D E N T  P A RT Y  WHI CH ACKNOWLEDGES THE A C T U A L  E X I S T E N C E  
OF EXCHANGE V A L U E .  T H U S ,  THERE I S  NO V E R I F I A B L E  C E R T A I N T Y  AS TO 
THE E X I S T E N C E  OF REVENUE AS PROPOSED I N  THE REVENUE R E C O G N I T I O N  
STANDARD S E T  FORTH I N THE P R E V I O U S  C H A P T E R .
I T  WAS I N D I C A T E D  ABOVE T HAT  I N  MOST S I T U A T I O N S  T HES E  METHODS
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OF REVENUE R E C O G N I T I O N  WOULD NOT AGREE W I T H  THE STANDARD PROPOSED
i n  C h a p t e r  I I .  Ho w e v e r ,  t h e  t r a d i t i o n a l  e x a m p l e  g i v e n  t o  e x p l a i n
THE P R O D U C T I O N  B A S I S ,  L O N G - T E R M  C O N S T R U C T I O N  C O N T R A C T S ,  P R E S E N T S  
AN I N T E R E S T I N G  A N A L Y S I S .
T he  p e r c e n t a g e - o f - c o m p l e t i o n  m e t h o d  i s  u s u a l l y  r e c o m m e n d e d
FOR L O N G - T E R M  C O N S T R U C T I O N  C O N T R A C T S .  THE PERCENTAGE OF C O M P L E T I O N  
M E T H O D :
. . . RE C OG N I Z E S  INCOME AS WORK ON THE CONTRACT PROGRESSES^
T H U S ,  INCOME I S  RECORDED I N  EACH A C C O U N T I N G  P E R I O D  OVER THE 
D U R A T I O N  OF THE CONTRACT RATHER THAN WHEN THE CONTRACT I S 
C O M P L E T E D .  S E V E R A L  D I F F E R E N T  P R A C T I C E S  ARE FOLLOWED I N 
D E T E R M I N I N G  P E R C E N T A G E - O F - C O M P L E T I  ON BUT THE R A T I O  OF COSTS 
I NCURRED TO DAT E TO THE T OT A L  E S T I M A T E D  COSTS I S  THE APPROACH 
MOST F R E Q U E N T L Y  U S E D . 11
T h i s  r e v e n u e  r e c o g n i t i o n  m e t h o d  i s  d e p e n d e n t  u p o n  t wo
E S T I M A T E S :  ( 1 )  E S T I M A T E D  T O T A L  COST TO COMPLETE THE P R O J E C T ,  AND
( 2 )  THE A S S U M P T I O N  THAT THE P ROJ E CT  W I L L  BE COMPLETED A C C O R D I N G  TO
P R E D E T E R M I N E D  S P E C I F I C A T I O N S  AND ACCE P TE D BY THE B UY E R .  T HE S E
E S T I M A T E S ,  OF C O U R S E ,  I N J E C T  A C E R T A I N  AMOUNT OF S U B J E C T I V I T Y  I N T O
T H I S  ME T H O D .  THE PROPONENTS OF P E R C E N T A G E - O F - C O M P L E T I  ON,  HOWEVER,
F E E L  T H A T  THE R E S U L T I N G  S U B J E C T I V I T Y  I S  MORE THAN COMPENSATED FOR
BY THE RESUL T S WH I C H  ARE O B T A I N E D  BY THE USE OF T H I S  METHOD OF
12 TREVENUE R E C O G N I T I O N .  T H E I R  R E A S O N I N G  A P P A R E N T L Y  I S  T HA T  THE COM­
P L E T E D CONTRACT METHOD OF REVENUE R E C O G N I T I O N  ( l . E . ,  R E C O G N I Z E  
REVENUE ONLY WHEN THE P R O J E C T  I S COMPLETED AND A C C E P T E D )  COULD
11 A c c o u n t i n g  a n d  R e p o r t i n g  P r o b l e m s  o f  t h e  A c c o u n t i n g  
P r o f e s s i o n . ( A r t h u r  A n d e r s o n  a n d  C o m p a n y ,  1 9 6 2 ) ,  p .  1 7 7 .
■ 1 ^ E l d o n  S.  H e n d r i k s e n ,  A c c o u n t i n g  T h e o r y  ( H o m e w o o d ,  I l l i n o i s :  
R i c h a r d  D. I r w i n ,  I n c . ,  1 9 6 5 ) ,  p.  1 3 4 .
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CAUSE WI DE  V A R I A T I O N S  I N  I NCOME BETWEEN A C C O U N T I N G  P E R I O D S .
TO F A C I L I T A T E  C O M P A R I S O N ,  THE STANDARD FOR REVENUE R E C O G N I T I O N  
PROPOSED P R E V I O U S L Y  I S  R E I T E R A T E D .  THE THREE C R I T E R I A  WHI CH MUST 
BE F U L F I L L E D  TO S I G N A L  R E C O G N I T I O N  A R E :  ( 1 )  THE P R O D U C T I O N  PROCESS
MUST HAVE A L R E A D Y  BEEN PERFORMED OR S E R V I C E S  MUST HAVE A L R E A D Y  BEEN 
RE N DE RE D ,  AT L E A S T  TO THE E X T E N T  OF R E C O G N I T I O N .  ( 2 )  THE EXCHANGE 
V A L UE  OF REVENUE MUST BE M E A S UR A B L E  I N MONET ARY T ERMS,  EVEN THOUGH 
THE MEASUREMENT MAY OF N E C E S S I T Y  BE AN E S T I M A T I O N .  ( 3 )  THERE MUST 
BE V E R I F I A B L E  C E R T A I N T Y  AS TO THE E X I S T E N C E  OF U T I L I T Y  FOR THE F I R M  
I N QUES T  I ON.
T h e  f i r s t  c r i t e r i o n  i s  d e f i n i t e l y  m e t  w h e n  t h e  p e r c e n t a g e - o f -
C O M P L E T I O N  METHOD I S F O L L O WE D .  A s  ADVOCATED I N  THE P E R C E N T A G E - O F -  
C O M P L E T I O N  METHOD,  REVENUE I S  NOT R E C O G N I Z E D  U N T I L  P R O D U C T I O N  HAS 
BEEN PERFORMED AND ONLY TO THE E X T E N T  OF P R O D U C T I O N  UP TO THAT 
P O I N T .
T h e r e  i s  a p p a r e n t l y  n o  d i f f i c u l t y  i n  s a t i s f y i n g  t h e  s e c o n d  
c r i t e r i o n . T h e  e x c h a n g e  v a l u e  o f  t h e  r e v e n u e  i s  m e a s u r a b l e  I N
MONETARY TERMS BECAUSE THE CONTRACT BETWEEN BUYER AND S E L L E R . I S  
S T A T E D  I N  MONETARY T E R M S .  T h e  MEASUREMENT OF REVENUE I S ,  HOWEVER,  
BASED UPON AN E S T I M A T E ;  T H A T  I S ,  E S T I M A T E D  T O T A L  COSTS TO COMPLETE 
THE C O N T R A C T .  BUT T H I S  DOES NOT I M P L Y  THAT O B J E C T I V I T Y  I S  E L I M I ­
N A T E D ,  BECAUSE THE E S T I M A T O R  CAN S T I L L  BE AS DETACHED AND I MP ERSONA L  
AS HE SO D E S I R E S .  THERE I S ,  N A T U R A L L Y ,  L ES S C E R T A I N T Y  THAN I F  THE 
MEASUREMENT WERE MADE AT C O M P L E T I O N  OF THE P R O J E C T ;  BUT J U S T  BECAUSE
^ A c c o u n t i n g  a n d  Re p o r t i n g  P r o b l e m s  o f  t h e  A c c o u n t i n g  
P r o f e s s i o n , l o c . c i t .
AN E S T I M A T E  I S MADE DOES NOT N E C E S S A R I L Y  MEAN THAT O B J E C T I V I T Y  CAN­
NOT BE O B T A I N E D .
T h e  F I N A L  C R I T E R I O N  R E Q U I R E S  V E R I F I A B L E  C E R T A I N T Y  AS TO THE  
E X I S T E N C E  OF U T I L I T Y .  T HA T  I S ,  AN ECONOMI C  EVENT ( M A R K E T  T R A N S ­
A C T I O N )  MUST HAVE T R A N S P I R E D  I N V O L V I N G  THE E N T I T Y  I N  Q U E S T I O N  AND 
AN I N D E P E N D E N T  P A R T Y .  THE E X I S T E N C E  OF AN EXECUTORY CONTRACT BE­
TWEEN BUYER AND S E L L E R  S E T T I N G  FORTH THE TERMS OF EXCHANGE  
P R E S U M A B L Y  CAN BE C O N S I D E R E D  A MARKET  T R A N S A C T I O N .  A n E XE CUTORY  
CONT RACT  DOES NOT GUARANTEE T HA T  AN EXCHANGE W I L L  T A K E  PL A CE BUT I T  
DOES ASSURE THE CONTRACTOR T H A T  I F  HE PERFORMS A C C O R D I N G  TO THE
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TERMS OF THE CONTRACT THE BUYER I S  R E Q U I R E D  TO A C C E P T .  T H E R E F O R E ,
THE EXECUTORY CONT RACT  COUPLED W I T H  PERFORMANCE A C C O R D I N G  TO THE 
TERMS OF THE CONT RACT  A P PE A R TO P R O V I D E  V E R I F I A B L E  C E R T A I N T Y  AS TO 
THE E X I S T E N C E  OF U T I L I T Y  FOR T HA T  AMOUNT OF P R O D U C T I O N  WHI CH HAS 
T R A N S P I R E D .  A P P A R E N T L Y  T H E N ,  THE T H I R D  C R I T E R I O N  I S  AL S O S A T I S F I E D  
WHEN THE P E R C E N T A G E - O F - C O M P L E T I  ON METHOD I S  USED,  THUS S A T I S F Y I N G  
THE ST ANDARD PROPOSED I N CH A PT ER I t .
T h e r e f o r e ,  i t  a p p e a r s  l o g i c a l  t o  c o n c l u d e  t h a t  t h e  p r o d u c t i o n
OR A C C R E T I O N  B A S I S  FOR REVENUE R E C O G N I T I O N  WOULD MEET THE S T A NDA RD 
PROPOSED WHEN AN E X E CU T ORY  CONTRACT I S I N V O L V E D .  F I N A N C I A L  T R A N S ­
A C T I O N S  I N V O L V I N G  R E N T ,  I N T E R E S T ,  C O M M I S S I O N S ,  P ERSONA L  S E R V I C E S  
PERFORMED ON A T I M E  B A S I S ,  AND S I M I L A R  ECONOMI C E V E N T S  WOULD ALS O 
A P P E A R TO F A L L  I N T O  T H I S  CATEGORY AND,  T H E R E F O R E ,  S A T I S F Y  THE THREE 
C R I T E R I A  PROPOSED.
1 4 r o n a l d  A .  A n d e r s o n  a n d  W a l t e r  A .  K u m p f ,  B u s i n e s s  L a w  
( C i n c i n n a t i : S o u t h w e s t e r n  P u b l i s h i n g  C o . ,  1 9 6 1 ) ,  p .  4 6 .
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F o r  e x a m p l e ,  a s s u m e  t h a t  t w o  i n d e p e n d e n t  p a r t i e s  a g r e e  t o  t e r m s
FOR THE L E A S E  OF A B U I L D I N G .  A ,  THE L E S S O R ,  I S  TO MAKE THE B U I L D I N G  
A V A I L A B L E  TO B, THE L E S S E E ,  AND B I S  TO PAY $ 3 , 6 0 0  AT THE END OF THE 
T H I R D  Y E A R .  THE Q U E S T I O N  POSED I S CAN A R E C O G N I Z E  REVENUE A T  THE 
END OF THE F I R S T  YEAR A N D ,  I F  S O ,  HOW MUCH? At  THE END OF THE F I R S T  
Y E A R ,  O N E - T H I R D  OF THE AGREED UPON S E R V I C E S  ( T H E  USE OF THE B U I L D I N G )  
HAVE BEEN RE NDERE D,  THE L E A S E  AGREEMENT  E NA B L E S  A MONET ARY MEASURE 
OF EXCHANGE V A L U E j  AND THE E XE CU T ORY  CONT RACT  ( T H E  L E A S E )  P R O V I D E S  
V E R I F I A B L E  C E R T A I N T Y  AS TO E X I S T E N C E  OF O N E - T H I R D  OF THE RE V E N U E .
T h e r e f o r e ,  i t  a p p e a r s  t h a t  a l l  c r i t e r i a  a r e  s a t i s f i e d  a n d  r e v e n u e
CAN BE R E C O G N I Z E D  TO THE E X T E N T  OF O N E - T H I R D  OF THE CONTRACT P R I C E .
S a l e  Ba s i s
F o r  m a n y  y e a r s ,  t h e  p o i n t  o f  s a l e  h a s  b e e n  t h e  g e n e r a l  r u l e
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FOR THE R E C O G N I T I O N  OF RE V E N U E .  T H I S  METHOD I S  A P P A R E N T L Y  FOUNDED
P R I M A R I L Y  ON TWO P O S T U L A T E S :  ( l )  A S A L E  MUST HAVE OCCURRED BEFORE
REVENUE CAN BE R E C O G N I Z E D  BECAUSE FOR MOST F I R M S  THE S E L L I N G  F U N C T I O N
I S  C O N S I D E R E D  THE MOST S I G N I F I C A N T  E V E N T  I N  THE C H A I N  OF E V E NT S
C O N S T I T U T I N G  THE B U S I N E S S  PRO CE S S ,  AND ( 2 )  AN EXCHANGE OF A SS E T S
MUS T  OCCUR BETWEEN THE F I R M  I N  Q U E S T I O N  AND AN I N D E P E N D E N T  P A RT Y
16
BEFORE REVENUE CAN BE R E C O G N I Z E D .
T h e  O B J E C T I V E  TO BE A C C O M P L I S H E D  BY USE OF T H I S  METHOD SEEMS
TO BE TO COMMUNI CA TE  TO E X T E R N A L  S T A T E M E N T  USERS VE RY  D E P E N D A B L E
I N F O R M A T I O N ;  T HAT  I S ,  TO COMMUNI CATE I N F O R M A T I O N  WHI CH GAN BE R E L I E D
ON AS H A V I N G  RESULT ED FROM R E A L I T Y .  A S S U M I N G  T HA T  T H I S  S T A T E S  THE
1 5 h E N D R I K S E N ,  _OP.  C I T . ,  P .  1 3 8 .
16LOC.  C I T .
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O B J E C T I V E  OF THE S A L E  B A S I S  A D E Q U A T E L Y ,  THE METHOD I S  A P P A R E N T L Y  
I N T E R N A L L Y  L O G I C A L .  I N  OTHER WORDS,  D E D U C I N G  THE S E L E C T I O N  OF THE 
S A L E  AS THE EVENT  WHI CH S I G N A L S  R E C O G N I T I O N  OF REVENUE FROM THE 
P O S T U L A T E S  P R E S E NT E D I S L O G I C A L L Y  C O N S I S T E N T .  T H A T  I S ,  AT  THE 
P O I N T  OF S A L E  AN EXCHANGE OF A SS E T S BETWEEN BUYER AND S E L L E R  SEEMS 
A P P A R E N T .
I N  THE PAST  THERE HAS BEEN A CONTROVERSY CONCERNI NG THE TYPE 
OF A S S E T  R E C E I V E D  BY THE S E L L E R .  O P I N I O N S  HAVE RANGED FROM AN 
I N S I S T E N C E  T H A T  THE A S S E T  BE VERY L I Q U I D  TO THE B E L I E F  T H A T  THE 
FORM OF THE A S S E T  I S  NOT VERY I M P O R T A N T .  FOR E X A M P L E ,  J OHN C A N N I N G  
I N D I C A T E S  T H A T  BEFORE REVENUE CAN BE R E C OG N I Z E D  I T  MUST BE H I G H L Y  
P R OB A BL E  T HA T  CASH W I L L  BE R E C E I V E D  W I T H I N  ONE YE A R .  ^ ^  ON THE 
OTHER HAND,  MORTON BACKER S T A T E S  T HAT  THE R E L E V A N T  T E S T  I S  THE
1 8
R E C E I P T  OF AN A S S E T  WHOSE V A L UE  CAN BE O B J E C T I V E L Y  D E T E R M I N E D .
Ba c k e r ' s p o s i t i o n  i s  a p p a r e n t l y  m o r e  p r e v a l e n t  a m o n g  t h e  p r e s e n t
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ADV OCA T E S OF THE S A L E  B A S I S .
I n MOST S E L L I N G  S I T U A T I O N S  THE S E L L E R  R E C E I V E S  CASH AND THE  
BUYER R E C E I V E S  A PRODUCT OR A PART I C U L A R  S E R V I C E . I N  OTHER  
S I T U A T I O N S ,  THE S E L L E R  MAY R E C E I V E  A C L A I M  A G A I N S T  THE B UY E R ,  
ANOTHER P RODUCT ,  OR A P A R T I C U L A R  S E R V I C E .  HOWEVER,  I N  (ALL CASES  
THE S E L L E R  HAS R E C E I V E D  WHAT I S D E F I N E D  AS AN A S S E T  A CC OR DI NG TO
T / j o h n  B .  C a n n i n g . T h e  E c o n o m i c s  o f  A c c o u n t i n g  ( N ew Yo r k :
T he  Ro n a l d  P r e s s  C o . ,  1 9 2 9 ) ,  p .  1 0 3 .
1 ^Mo r t o n  Ba c k e r ,  " D e t e r m i n a t i o n  a n d  Me a s u r e m e n t  o f  Bu s i n e s s  
I n c o m e  b y  A c c o u n t a n t s , "  Ha n d b o o k  o f  Mo d e r n  A c c o u n t i n g  T h e o r y  
e d i t e d  b y  Mo r t o n  Ba c k e r  ( N ew Yo r k :  P r e n t i c e - H a l l ,  I n c . ,  1 9 5 5 ) ,  
p .  2 4 1 .
1 9 HE N D R I K S E N ,  . OP.  C I T . ,  P .  1 3 9 .
G E N E R A L L Y  ACCEP TED A C C O U N T I N G  P R I N C I P L E S .
I t  a p p e a r s ,  t h e r e f o r e ,  t h a t  t h e  p o i n t  o f  s a l e  c a u s e s  a n
EXCHANGE OF A S S E T S ,  RE GARDLESS OF FORM,  AND AS A R E S U L T  SEEMS 
C O N S I S T E N T  W I T H  THE SECOND P O S T U L A T E .  HOWEVER,  B A C K E R ' S  C O N T E N T I O N  
T HA T  THE V A L U E  OF THE A S S E T  R E C E I V E D  BY THE S E L L E R  MUST  BE OB­
J E C T I V E L Y  D E T E R M I N A B L E  SEEMS TO BE A S U PE R F L UOUS  Q U A L I F I C A T I O N  OF 
THE S A L E  B A S I S .  T HA T  I S ,  THE I N A B I L I T Y  TO MEASURE THE EXCHANGE 
V A L UE  OF AN A S S E T  O B J E C T I V E L Y  AP P E A R S  TO BE H I G H L Y  I M P R O B A B L E .
T o  I L L U S T R A T E ,  ASSUME T HA T  THE J ONES TRACTOR COMPANY S E L L S  
A TRACTOR TO FARMER BROWN.  I f  FARMER BROWN T ENDERS C A S H ,  A NOT E,
OR AN ACCOUNT R E C E I V A B L E  THERE A PP E A R S  TO BE NO D I F F I C U L T Y  CON­
C E R N I N G  O B J E C T I V E  ME A S U R E .  HOWEVER,  TO C O M P L I C A T E  MAT TERS ASSUME
t h a t  F a r m e r  B r o w n  p a y s  f o r  h i s  t r a c t o r  b y  g i v i n g  t h e  J o n e s  C o m p a n y
F I V E  ACRES OF L A N D .  A G A I N ,  AN O B J E C T I V E  MEASURE OF THE LAND AP P EA RS  
TO BE A V A I L A B L E .  THE V A L UE  OF THE LAND CAN BE E S T A B L I S H E D  B Y :
( l )  O B S E R V I N G  THE P R I C E  P A I D  FOR S I M I L A R  L A N D ,  ( 2 )  E M P L O Y I N G  THE 
S E R V I C E S  OF A Q U A L I F I E D  A P P R A I S E R ,  OR ( 3 )  E Q U A T I N G  THE VA L UE  OF THE 
LAND W I T H  THE E S T A B L I S H E D  S E L L I N G  P R I C E  OF THE T R A C T O R .  A l l  OF 
T HESE APPROACHES ARE O B J E C T I V E  AND SEEM TO COVER A N Y  S I T U A T I O N .
T h e  P R E C E D I N G  I S NOT TO DENY T H A T  O B J E C T I V E ,  V E R I F I A B L E  
E V I D E N C E  I S  NOT AN I N T E G R A L  PART OF THE S A L E  B A S I S  FOR REVENUE  
R E C O G N I T I O N .  I N  F A C T ,  THE SECOND P O S T U L A T E  ( E X CHA NGE  OF ASSETS  
BETWEEN I N D E P E N D E N T  P A R T I E S )  A P P A R E N T L Y  I S  ADVOCATED BECAUSE I T
^ A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  
A c c o u n t i n g  Re s e a r c h  a n d  T e r m i n o l o g y  B u l l e t i n s . F i n a l  E d i t i o n .
( N e w  Y o r k :  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,
1 9 6 1 ) ,  p .  1 3  o f  T e r m i n o l o g y  B u l l e t i n s .
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P R O V I D E S  O B J E C T I V E ,  V E R I F I A B L E  E V I D E N C E  T H A T  A REVENUE T R A N S A C T I O N  
HAS OCCURRED FOR THE F I R M  I N Q U E S T I O N .  S A L E  B A S I S  ADVOCAT ES F E E L  
T H A T  S I N C E  THE RE  ARE SO MANY ACC E P T E D A C C O U N T I N G  P R A C T I C E S ,  
M A N I P U L A T I O N  I S  P O S S I B L E .  T H E Y  ARE N O T ,  HOWEVER,  M A K I N G  A CHARGE 
T H A T  IN A L L  S I T U A T I O N S  WHERE S U B J E C T I V I T Y  I S USED TO S I G N A L  A 
REVENUE T R A N S A C T I O N  T H A T  M A N I P U L A T I O N  I S P R E S E N T .  HOWEVER,  HAROLD 
B l E R M A N  S T A T E S  T H E I R  P O S I T I O N  VE RY  A P P R O P R I A T E L Y  WHEN HE S A Y S :
" U n f o r t u n a t e l y ,  m a n i p u l a t i o n  m a y  s e e m  t o  b e  h a r m l e s s  o r  e v e n  s e r v e
21
A USE F UL  P U R P O S E . "  He  C O NC L UD E S ,  T H E R E F O R E ,  T H A T  " H O P E F U L L Y ,
SOME DA Y ,  THE MEASURES OF INCOME AND F I N A N C I A L  P O S I T I O N  W I L L  BE
A F F E C T E D  BY M A N A G E M E N T ' S  A B I L I T Y  TO S E L L  A PRODUCT OR S E R V I C E
E F F I C I E N T L Y  I N  THE P RE S E NT  ECONOMI C E N V I R O N M E N T ,  NOT BY THE C H O I C E
22
OF A C C O U N T I N G  P R A C T I C E . "
T h u s ,  i t  a p p e a r s  t h a t  t h e  a s s e t s  w h i c h  a r e  p a r t i e s  t o  t h e
EXCHANGE NEED ONLY BE A S S E T S .  THE Q U A L I F I C A T I O N  T HA T  THE A S S E T  
OR ASSETS R E C E I V E D  BY THE S E L L E R  BE L I Q U I D  HAS A P P A R E N T L Y  BEEN
2 3
DEEMED TOO C O N S E R V A T I V E  BY RECENT  A DVOCAT ES OF THE S A L E  B A S I S .
T h e  OTHER Q U A L I F I C A T I O N ,  THAT  THE V A L U E  OF THE A S S E T  OR A S S E T S  
R E C E I V E D  BY THE S E L L E R  BE S U B J E C T  TO O B J E C T I V E  ME AS URE ME NT ,  A PPEARS 
TO BE N E E D L E S S .  I t  SEEMS H I G H L Y  I M P R O B A B L E  T H A T  AN O B J E C T I V E  
MEASUREMENT OF A SS E T S I N V O L V E D  I N  AN EXCHANGE COULD NOT BE ' O B T A I N E D .
T h e  F I R S T  P O S T U L A T E  HAS CAUSED THE ADVOCAT ES OF THE S A L E  B A S I S
^ B l E R M A N .  OP.  C I T . .  P .  1 9 1 .
2 2 | b I D .  P .  1 9 2 .
2 3 h E N D R I K S E N ,  L O C . C I T . B A C K E R ,  L O C . C I T . A L S O  SEE " T H E
Re a l i z a t i o n  C o n c e p t . "  T h e  A c c o u n t i n g  Re v i e w , XL ( A p r i l ,  1 9 6 5 ) ,
3 1 5 .
SOME D I F F I C U L T Y  IN DEFENDI NG T H E I R  P O S I T I O N .  THE OPPONENTS OF T H I S
METHOD I N D I C A T E  T HA T  THE P O I N T  OF S A L E  I S NOT THE CAPSTONE OF 
A C T I V I T Y  I N THE B U S I N E S S  PROCESS AS O F T E N  AS I S I N D I C A T E D  BY THE 
S A L E  B A S I S  A D V O C A T E S .
J o h n  H .  M e y e r s  i s  a p p a r e n t l y  r e f e r r i n g  t o  w h a t  i s  t r a d i ­
t i o n a l l y  C A L L E D  CAPSTONE OF A C T I V I T Y  WHEN HE USES THE TERM C R I T I C A L
e v e n t . T h a t  i s ,  a  c o n c e p t  w h i c h  " .  . . s u g g e s t s  t h a t  p r o f i t  i s
EARNED AT THE MOMENT OF M A K I N G  THE MOST C R I T I C A L  D E C I S I O N  OR OF 
P ERF ORMI NG THE MOST D I F F I C U L T  TASK I N THE CYCLE OF A COMPLETE
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T R A N S A C T I O N . "  MEYERS GOES ON TO S A Y  T H A T  " F O R  MOST B U S I N E S S E S ,
MOST OF US WOULD AGREE T H A T  S E L L I N G  I S THE C R I T I C A L  EVENT AND T HAT
I I 2 5
P R O F I T  SHOULD BE R E C OG N I Z E D  AT T HA T  T I M E .
T h e r e f o r e ,  i t  a p p e a r s  t h a t  t h e  o n l y  d i f f e r e n c e  b e t w e e n  Me y e r s *
C R I T I C A L  EVENT  THEORY AND THE S AL E B A S I S  I S ONE OF D E GRE E .  T H A T
I S ,  WHETHER THE P O I N T  OF S A L E  I S THE C R I T I C A L  E V E N T  OFTEN ENOUGH
TO MAKE THE S A L E  B A S I S  A GENERAL  T H E O R Y .  MEYERS I N D I C A T E S  T H A T  
THE ANSWER I S  N E G A T I V E  WHEN HE S T A T E S  T H A T !
T h e  t h e o r y  o f  t h e  c r i t i c a l  e v e n t  a s  t h e  m o m e n t  a t  w h i c h  t o
R E C OG NI Z E  P R O F I T  OR LOSS ON A T R A N S A C T I O N  SEEMS VERY U S E F U L .
I n t h e  t y p e s  o f  b u s i n e s s  WHI CH we  HAVE C O N S I D E R E D ,  i t  r a t h e r  
C L O S E L Y  MATCHES CURRENT P R A C T I C E  AND G I V E S  I N S I G H T  I NT O THE  
TRUE NATURE OF THE B U S I N E S S  . . . .  T H I S  T HE O RY  MAY,  AT  F I R S T ,  
SEEM A R A D I C A L  DEP A RTURE FROM CURRENT P R A C T I C E .  UPON F URT HER  
THOUGHT I T  DOES NOT SEEM SO D I F F E R E N T .  PERHAPS T H I S  C R I T I C A L  
EVENT T HE ORY  W I L L  BE R E J E C T E D  I N  F AVOR OF A N O T H E R ,  BUT THE  
PRESENT S T A T U S  OF R E L Y I N G  UPON MANY D I F F E R E N T  T H E O R I E S  OF
WHEN TO MATCH REVENUE AND EXPENSE CANNOT LONG STAND I N A
^ 4 J o h n  H. M e y e r s ,  " T h e  C r i t i c a l  E v e n t  and  R e c o g n i t i o n  o f  N e t  
P r o f i t , "  The  A c c o u n t i n g  R e v i e w , XX XIV  { O c t o b e r ,  1 9 5 9 ) ,  5 2 9 .  
2 5 l q c .  c i t .
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P R O F E S S I O N .  We n e e d  t o  g i v e  s p e c i a l  a t t e n t i o n  t o  t h e  d e v e l o p ­
m e n t  OF A S I N G L E  THEORY FOR THE T I M I N G  OF P R O F I T  REC OG N I T I ON .
I n C O M P A R I S O N ,  THE S A L E  B A S I S  I S G E N E R A L L Y  L ES S  C O N S E R V A T I V E
T HAN THE CASH R E C E I P T S  METHOD BECAUSE A C C O R D I N G  TO THE CASH R E C E I P T S
METHOD R E C O G N I T I O N  OF REVENUE MUST A W A I T  THE C O L L E C T I O N  OF C A S H .
On THE OTHER HAND,  REVENUE I S R E C OG N I Z E D  A C C OR D I N G  TO THE S A L E  B A S I S
WHEN THE S A L E  I S CONSUMA TED,  E VEN I N S I T U A T I O N S  WHERE CASH I S  NOT
A P A R T  OF THE T R A N S A C T I O N .
Ho w e v e r ,  t h e  s a l e  b a s i s  o f  r e v e n u e  r e c o g n i t i o n  i s  a  m o r e
C O N S E R V A T I V E  APPROACH THAN ME Y E RS *  C R I T I C A L  EVENT T H E O R Y .  T H I S  
I S  E V I D E N C E D  BY THE F A CT  T H A T  MEYERS RECOMMENDS THE R E C O G N I T I O N  OF 
REVENUE I N MANY S I T U A T I O N S  BEFORE A S A L E  T A K E S  PLACE I N V O L V I N G  AN
2 7
EXCHANGE OF A S S E T S .
A d d i t i o n a l l y ,  t h e  s a l e  b a s i s  a p p e a r s  m o r e  c o n s e r v a t i v s  t h a n
THE STANDARD FOR REVENUE R E C O G N I T I O N  PROPOSED I N  T H I S  S T U D Y  BECAUSE 
A M A R K E T  T R A N S A C T I O N  I S MORE NARROWLY D E F I N E D  I N THE S A L E  B A S I S .
T h a t  i s ,  a c c o r d i n g  t o  t h e  s a l e  b a s i s  t h e  s e l l e r  m u s t  e x c h a n g e  h i s
GOODS OR S E R V I C E S  FOR A V A L I D  A S S E T  FROM THE BUYER FOR THERE TO BE 
O B J E C T I V E ,  V E R I F I A B L E  E V I D E N C E  T H A T  A REVENUE T R A N S A C T I O N  T R A N S -  
PI  RED .
Ho w e v e r ,  t h e  t h i r d  c r i t e r i o n  f o r  r e v e n u e . r e c o g n i t i o n  p r o p o s e d  
i n  C h a p t e r  I I  d e f i n e s  a  m a r k e t  t r a n s a c t i o n  m o r e  b r o a d l y  t o  i n c l u d e
E X E CU T O RY  C O N T R A C T S .  T H I S ,  COUP L ED W I T H  THE OTHER TWO C R I T E R I A ,  
E N A B L E S  A F I R M  TO R E C OG N I Z E  REVENUE D U R I N G  P R O D U C T I O N  OR W H I L E
^ M e y e r s ,  o p .  c i t . .  p . 5 3 2 .  
2 7 J j j _ d . ,  p .  5 2 5 - 5 2 7 .
68
S E R V I C E S  ARE B E I N G  RENDERED I N  THOSE S I T U A T I O N S  WHERE CONT RACT UAL  
P R O D U C T I O N  OR S E R V I C E S  RENDERED SPAN MORE THAN ONE A C C O U N T I N G  
P E R I O D .  I T  A P P E A R S ,  T H E R E F O R E ,  T HA T  I F  THE S AL E  B A S I S  WERE EX­
PANDED TO I N C L U D E  " S A L E S 1' MADE BEFORE P R O D U C T I O N  OR BEFORE S E R V I C E S  
ARE RENDERED ( I - E - ,  E XECUTORY C O N T R A C T S ) ,  THE S A L E  B A S I S  AND THE 
REVENUE R E C O G N I T I O N  ST ANDARD PROPOSED I N  CHAP TER I I WOULD Y I E L D  
S U B S T A N T I A L L Y  THE SAME R E S U L T S .
A l s o ,  t h e  p r o p o s e d  s t a n d a r d  a p p a r e n t l y  s a t i s f i e s  M e y e r s '
C R I T I C I S M  OF THE S A L E  B A S I S  FOR MOST S I T U A T I O N S . A P P A R E N T L Y ,  THE
ONL Y  S I T U A T I O N  PROPOSED BY MEYERS WHI CH WOULD NOT BE S A T I S F I E D  I S
H I S  PROPOSAL T HA T  A L L  REVENUE BE R E C OG N I Z E D  BEFORE P R O D U C T I O N  HAS
2 8
OCCURRED OR S E R V I C E S  HAVE BEEN R E N D E R E D .  A C C O R D I N G  TO THE
ST A NDARD PROPOSED I N  CH A PT ER I I  AN E X E C U f O R Y  CONT RACT  S A T I S F I E S
THE V E R I F I A B L E  C E R T A I N T Y  R E Q U I R E M E N T  BUT  R E C O G N I T I O N  MUST S T I L L  
A W A I T  P R O D U C T I O N  OR THE R E N D E R I N G  OF S E R V I C E S  A C C OR D I N G  TO THE 
F I R S T  C R I T E R  I ON.
F o r  e x a m p l e ,  M e y e r s  w o u l d  r e c o g n i z e  a l l  i n t e r e s t  i n c o m e  o n  a
2 9
L O A N ' A T  THE T I M E  THE LOAN I S MADE.  A s  A R E S U L T ,  NO REVENUE WOULD 
BE R E C OG N I Z E D  AS THE LOAN S E R V I C E S  ARE B E I N G  RE N DE RE D .  MEYERS 
J U S T I F I E S  H I S  P O S I T I O N  BY S T A T I N G  T HA T  THE L E N D I N G  A G E N T ' S  ROLE 
I S  P A S S I V E , ;  T H A T  I S ,  T HA T  THE L E N D I N G  AGENT " . . .  HAS ONLY TO
. . 3 0
W A I T  FOR PAYMENTS I N  THE NORMAL ORDER OF B U S I N E S S .
T h i s  a p p r o a c h ,  h o w e v e r ,  a p p e a r s  t o  b e  i n a d e q u a t e  b e c a u s e
^ M e y e r s ,  o p .  c i t . ,  p . 531  .
2 9 | _ o c . c i t .
30l o c , c i t .
U T I L I T Y  P R E S U M A B L Y  I S CRE A TE D DU RI NG THE E N T I R E  L I F E  OF THE L O A N .  
I F  T H I S  A S S U M P T I O N  I S CO R R E C T ,  R E V E N U E ,  THAT  WHI CH REPRESENT S 
U T I L I T Y ,  SHOULD NOT BE R E C OG N I Z E D  BEF ORE U T I L I T Y  HAS SEEN C R E A T E D .
I T  APPEARS THEN T HA T  WHEN AN EXCHANGE OF A S S E T S  BETWEEN 
BUYER AND S E L L E R  DOES NOT OCCUR S I M U L T A N E O U S L Y  THERE ARE TWO
" c r i t i c a l  e v e n t s " ,  n o t  j u s t  o n e  a s  Mr . M e y e r s  i n d i c a t e s .  T h a t
I S ,  THE S I G N I N G  OF AN E X E CU T ORY  CONT RA C T  I S ONE C R I T I C A L  E V E N T  
WH I C H  P R O V I D E S  T HE NEEDED V E R I F I A B L E  C E R T A I N T Y ;  AND L A T E R  PRO­
D U C T I O N  OR R E N D E R I N G  OE S E R V I C E S  I S  THE OTHER C R I T I C A L  EV E NT  
WHI CH CREATES U T I L I T Y  I N THE FORM OF GOODS OR S E R V I C E S .
CHAPTER V
REVENUE RECOGNITION: RECENT PROPOSALS
T he t i m i n g  o f  r e v e n u e  r e c o g n i t i o n  h a s  r e c e n t l y  b e e n  u n d e r ­
g o i n g  CO N S I D E R A B L E  A N A L Y S I S .  PERHAPS THE E M P H A S I S  I N  THE L I T E R A T U R E  
ON REVENUE R E C O G N I T I O N  HAS BEEN THE RESULT  OF THE D E S I R E  ON THE 
P A R T  OF THE MEMBERS OF THE A CCOUNT I NG P R O F E S S I O N  TO F U L F I L L  T H E I R  
R E S P O N S I B I L I T Y  TO THE E N V I RO NME N T  W I T H I N  WHI CH T HEY O P E R A T E .
| N ORDER TO GET A S A M P L I N G  OF CURRENT T H I N K I N G  CONCERNI NG 
REVENUE R E C O G N I T I O N ,  THREE OF THE MORE RECENT PROPOSALS ON T H I S  
S U B J E C T  ARE P R E S E N T E D .  THESE THREE PROPOSALS WERE PRESENTED BY:
1 .  R o b e r t  T .  S p r o u s e  and  M a u r i c e  M o o n i t z ,  "A T e n t a t i v e  S e t  
o f  B r o a d  A c c o u n t i n g  P r i n c i p l e s  f o r  B u s i n e s s  E n t e r p r i s e s . 1' A c c o u n t i n g  
R e s e a r c h  S t u d y  N o .  3  ( New Y o r k :  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  
P u b l i c  A c c o u n t a n t s ,  1 9 6 2 ) ,  87  p p .
2.. i f  A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  C o m m i t t e e  R e p o r t ,  " T h e  
R e a l i z a t i o n  C o n c e p t . "  T h e  A c c o u n t i n g  R e v i e w . XL ( A p r i l ,  1 9 6 5 ) ,  
3 1 2 - 3 2 2 .
3 .  C h a r l e s  T .  H o r n g r e n ,  " H o w  S h o u l d  We I n t e r p r e t  t h e  
R e a l i z a t i o n  C o n c e p t ? "  T h e  A c c o u n t i n g  R e v i e w . XL ( A p r i l ,  1 9 6 5 ) ,  
3 2 3 - 3 3 3 .
The  f i r s t  p r o p o s a l  a n a l y z e d  i s  t h e  o n e  p r e s e n t e d  b y  S p r o u s e  
a n d  M o o n i t z  a n d  i s  r e f e r r e d  t o  a s  A c c o u n t i n g  R e s e a r c h  S t u d y  No . 3 .
A c c o u n t i n g  R e s e a r c h  S t u d y  N o . 3
T h e  i m p e t u s  f o r  A c c o u n t i n g  R e s e a r c h  S t u o y  No . 3  r e s u l t e d  f r o m  
a c h a r g e  made  b y  t h e  m e m b e r s  o f  t h e  A c c o u n t i n g  P r i n c i p l e s  B o a r d  o f  
t h e  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s  t o  t h e  
D i r e c t o r  o f  A c c o u n t i n g  R e s e a r c h  t o  s t u d y  t h e  b r o a d  p r i n c i p l e s  o f  
a c c o u n t i n g .  T h e  r a t i o n a l e  f o r  t h e  a s s i g n m e n t  s t a t e s  t h a t  . .
THERE I S AMPLE ROOM FOR I MPROVEMENT  I N  PRESE NT  G E N E R A L L Y  ACCEPTED
A C C O U N T I N G  P R I N C I P L E S  AND A NEED TO NARROW OR E L I M I N A T E  A REAS OF
„  1
D I F F E R E N C E  WH I C H  NOW E X I S T .
A c c o r d i n g  t o  a  s t a t e m e n t  o f  p o l i c y  b y  t h e  D i r e c t o r  o f  A c c o u n t ­
i n g  Re s e a r c h  o f  t h e  A m e r i c a n  I n s t i t u t e  o f  Ce r t i f i e d  Pu b l i c  
A c c o u n t a n t s :
A c c o u n t i n g  r e s e a r c h  s t u d i e s  a r e  d e s i g n e d  t o  p r o v i d e  p r o f e s s i o n a l  
a c c o u n t a n t s  a n d  o t h e r s  i n t e r e s t e d  i n  t h e  d e v e l o p m e n t  o f  
a c c o u n t i n g  w i t h  a  d i s c u s s i o n  a n d  d o c u m e n t a t i o n  o f  a c c o u n t i n g  
p r o b l e m s . T he  s t u d i e s  a r e  i n t e n d e d  t o  be  i n f o r m a t i v e ,  b u t
T E N T A T I V E  O N L Y .  T H E Y  F U R N I S H  A V E H I C L E  FOR THE EXPOSURE OF 
MA T T E R S FOR C O N S I D E R A T I O N  AND E X P E R I M E N T A T I O N  P R I O R  TO THE 
I S S U A N C E  OF PRONOUNCEMENTS BY THE A C C O U N T I N G  P R I N C I P L E S  
Bo a r d . 2
A c c o u n t i n g  R e s e a r c h  S t u d y  No .  3  i s  c o n c e r n e d  w i t h  a l l  p r i n ­
c i p l e s  o f  a c c o u n t i n g  w h i c h  c o n s t i t u t e  t h e  b o d y  o f  a c c o u n t i n g  t h e o r y .  
B e c a u s e  t h i s  c h a p t e r  i s  c o n c e r n e d  e x c l u s i v e l y  w i t h  t h e  r u l e s  f o r
REVENUE R E C O G N I T I O N  ONL Y  THOSE S E C T I O N S  OF A C C O U N T I N G  RESEARCH
S t u d y  N o . 3  d e a l i n g  w i t h  s u c h  r u l e s  w i l l  be p r e s e n t e d .
' S t a t e m e n t  b y  t h e  A c c o u n t i n g  P r i n c i p l e s  B o a r d  ( N ew Yo r k : 
Am e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  A p r i l  1 3 ,
1 9 6 2 ) .
Ro b e r t  T .  S p r o u s e  a n d  Ma u r i c e  Mo o n i t z ,  " A  T e n t a t i v e  S e t  o f  
B r o a d  A c c o u n t i n g  P r i n c i p l e s  f o r  Bu s i n e s s  E n t e r p r i s e s . ”  A c c o u n t i n g  
Re s e a r c h  S t u d y  No . 3  ( N ew Yo r k : Am e r i c a n  I n s t i t u t e  o f  Ce r t i f i e d  
P u b l i c  A c c o u n t a n t s ,  1 9 6 2 ) ,  p .  i .
A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3  i m m e d i a t e l y  s e t s  t h e  f r a m e ­
w o r k  W I T H I N  WH I C H  I T  W I L L  O P E R A T E .  THE STUDY I N D I C A T E S  THAT BROAD 
A CC OU N T I N G  P R I N C I P L E S  SHOULD NOT BE P R E D I C A T E D  UPON THE H Y P O T H E S I S  
T HAT  P R I N C I P L E S  ARE DES I G N E D  TO V A L I D A T E  C O N V E N T I O N S .  BROAD 
A CC OU N T I N G  P R I N C I P L E S  SHOULD P RESUMABLY O V E R R I D E  THE L E S S ER P R I N ­
C I P L E S  CONCERNED W I T H  D I V I D E N D  INCOME AND T A X A B L E  I NCOME AND THE 
ST UDY  I N D I C A T E S  T H I S  I N THE F OL L OWI NG REMARK:  " . . .  BROAD P R I N ­
C I P L E S  MUST TRANSCEND THE H I S T O R I C A L  L I M I T A T I O N S  OF P R O F I T S
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' A V A I L A B L E  FOR D I V I D E N D S *  OR ' S U B J E C T  TO INCOME T A X . ’ "
A n o t h e r  h y p o t h e s i s  s e t  f o r t h  i n  A c c o u n t i n g  Re s e a r c h  S t u d y
No. 3  M A I N T A I N S  T HAT  P R O F I T  I S EARNED THROUGHOUT THE E N T I R E  B U S I N E S S  
PROCESS AND T H E R E F O R E  I S NOT A T T R I B U T A B L E  TO J U S T  THE S E L L I N G  
F U N C T I O N .  TO SUPPORT  T H I S ,  GEORGE 0 .  MAY I S QUOTED AS FOL LOWS:
Ma n i f e s t l y ,  w h e n  a l a b o r i o u s  p r o c e s s  o f  m a n u f a c t u r e  a n d  s a l e
C U L M I N A T E S  I N  THE D E L I V E R Y  OF THE PRODUCT AT A P R O F I T ,  THAT 
P R O F I T  I S NOT A T T R I B U T A B L E ,  EXCEP T C O N V E N T I O N A L L Y  TO THE MOMENT 
WHEN THE S A L E  OR D E L I V E R Y  O C C U R R E D . 4
A nd W i l l i a m  A .  P a t o n  i s  q u o t e d :
I f  THERE I S  A MAJOR P O I N T  UPON WHI CH THERE I S GENERAL  AGREEMENT  
I N  A CCOUNT I NG I T  I S T HA T  REVENUE RESUL T S FROM THE O V E R - A L L  
PROCESS OF P R O D U C T I O N .  . . . 5
Ba s e d  u p o n  t h e  p r e c e d i n g  h y p o t h e s e s ,  t h e  a u t h o r s  o f  A c c o u n t i n g  
Re s e a r c h  St u d y  No . 3  t a k e  i s s u e  w i t h  t h e  s a l e  b a s i s  o f  r e v e n u e
R E C O G N I T I O N .  T H E Y  A P P A R E N T L Y  P R E D I C A T E  T H E I R  O B J E C T I O N  ON THE 
C O N T E N T I O N  THAT U N S A T I S F A C T O R Y  RESULTS ARE O B T A I N E D  BY U S I N G  THE
d l B I D . . P .  1 0 .
^ G e o r g e  0 .  Ma y ,  F i n a n c i a l  A c c o u n t i n g  ( N ew Yo r k :  T he  Ma c m i l l a n  
Co m p a n y ,  1 9 4 3 ) ,  p .  3 0 .
^ W i l l i a m  A .  Pa t o n ,  " ' D e f e r r e d  I n c o m e ’ -  A M i s n o m e r . "  T he  
J o u r n a l  o f  A c c o u n t a n c y . ( S e p t e m b e r ,  1 9 6 1 ) ,  3 9 .
S A L E  B A S I S  I N  NUMEROUS S E T S  OF C I R C U M S T A N C E S .
B e f o r e  a n  a n a l y s i s  o f  t h e  s a l e  b a s i s  i s  b e g u n ,  a  f i n a l
CO RO L L A RY  D E A L I N G  W I T H  P R O F I T  D E T E R M I N A T I O N  I S  S E T  F O R T H .  T HA T  
COROL L A RY  S T A T E S  T H A T  THE MEASUREMENTS OF THE COMPONENTS OF P R O F I T  
( REV E NUE  AND E X P E N S E )  ARE A B Y - P R O D U C T  OF ME ASUREMENT S OF C E R T A I N  
L I A B I L I T I E S  AND A S S E T S .  To QUOTE FROM THE S T U D Y :
B e f o r e  a  c a l c u l a t i o n  c a n  b e  m a d e  o f  n e t  p r o f i t  or  l o s s ,  t h e
S T A T U S  OF A L L  THE A S S E T S  AND A L L  THE L I A B I L I T I E S  MUST BE 
RE V I E WE D TO D E T E R M I N E  THE CHANGES T HA T  HAVE OCCURRED.  To DO 
OT H E RWI S E  I S  TO WALK I N  THE F OOT S TE P S OF THE P AS T  BY RECOG­
N I Z I N G  ONL Y  C E R T A I N  K I N D S  OF CHANGES AND R E F U S I N G  TO R EC OGNI Z E  
OTHER K I N D S
On e  a s p e c t  o f  t h e  p r e c e d i n g  m u s t  b e  c l a r i f i e d . T h e  r e f e r e n c e
TO " a l l  OF THE A S SE T S  AND A L L  OF THE L I A B I L I T I E S 1' DOES NOT I M P L Y  
T HAT  EVERY CHANGE I N  AN A S S E T  OR L I A B I L I T Y  A F F E C T S  P R O F I T .  FOR  
E X A M P L E ,  AN I N C R E A S E  I N  AN A S S E T  R E S U L T I N G  FROM A LOAN OR THE  
DECREASE I N  A L I A B I L I T Y  R E S U L T I N G  FROM PAYMENT DOES NOT R E P R E S E NT
r e v e n u e . He n c e ,  t h e  " r e v i e w "  r e f e r r e d  t o  i n d i c a t e s  o n l y  t h a t  a l l
CHANGES MUST BE A N A L Y Z E D  I N ORDER TO A S C E R T A I N  THOSE WHtl)CH DO 
A F F E C T  P R O F I T .
H e n c e ,  i t  a p p e a r s  f r o m  t h e  p r e c e d i n g  t h a t  S p r o u s e  a n d  Mo o n i t z
RE L Y  Q U I T E  H E A V I L Y  ON AN ECONOMI C D E F I N I T I O N  OF INCOME AS A GROWTH 
I N OWNERS*  E Q U I T Y .  T HA T  I S ,  T H E Y  F E E L  T HA T  A L L  OF A F I R M ' S  RESOURCES 
SHOULD BE MEASURED AND A L L  CHANGES I N THESE RESOURCES SHOULD BE 
ME A S U R E D .  T H E R E F O R E ,  A C C OR D I N G  TO SPROUSE AND M O O N I T Z ,  THE 
D I F F E R E N C E  I N  THE V AL UE OF THE OWNERS*.  E Q U I T Y  AT THE B E G I N N I N G  AND 
END OF A P A R T I C U L A R  P E R I O D  RE P R E S E NT S  NET I NCOME ( L O S S ) .
p r o u s e  a n d  M o o n i t z ,  _o p . c i t  . .  p .  1 1 .
S p e c i f i c a l l y ,  t h e i r  d e f i n i t i o n  o f  i n c o m e  s t a t e s  t h a t :
T h e  n e t  p r o f i t  ( e a r n i n g s ,  i n c o m e )  o f  a  b u s i n e s s  e n t e r p r i s e  
d u r i n g  a n y  g i v e n  p e r i o d  o f  t i m e  i s  t h e  a m o u n t  o f  t h e  i n c r e a s e
I N  THE OWNERS1 E Q U I T Y ,  A S S U M I N G  NO CHANGES I N THE AMOUNT OF 
I N V E S T E D  C A P I T A L  D U R I N G  THE P E RI OD E I T H E R  FROM P R I C E - L E V E L  
CHANGES OR FROM A D D I T I O N A L  I N V E S T M E N T S  AND NO D I S T R I B U T I O N S  
OF ANY SORT TO THE O W N E R S . ?
I F  P R O F I T  I S  D E T E R M I N E D  A CCORDI NG TO THE P R E C E D I N G ,  THE
P R I N C I P A L  TASK OF THE A C C O U N T A N T ,  A C C O R D I N G  TO THE AUTHORS OF
A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3 , w i l l  b e  a c c o m p l i s h e d  i n  s a t i s ­
f a c t o r y  f a s h i o n . T h i s  p r i n c i p a l  t a s k  i s  s t a t e d  a s  m e a s u r i n g
. . THE H I S T O R Y  OF THE RESOURCES HELD BY ECONOMI C E N T I T I E S ,  TO
Tt 8
MEASURE A L L  OF THE RESOURCES AND A L L  OF THE CHA NGES .
T h e  CHANGES I N  RESOURCES REFERRED TO WERE S E T  FORTH I N A 
CO MP A NI O N S T U D Y  AS THOSE CHANGES WHI CH HAVE A C T U A L L Y  T AKEN P L A CE
9  TOR ARE EXPECTED TO T AKE P L A C E .  THE R E C O G N I T I O N  OF REVENUE ON THE 
B A S I S  OF CHANGES WHI CH HAVE A L R E A D Y  T A K E N  PLACE AND ARE NOT V A L I D A T E D  
BY A S A L E  T R A N S A C T I O N  AND THOSE CHANGES W H I C H  ARE E X PE C T E D TO TA K E 
P L ACE ARE A P P A R E N T L Y  A MAJOR D E V I A T I O N  FROM THE R E C O G N I T I O N  OF 
REVENUE ON A S A L E  B A S I S .
A c c o r d i n g  t o  t h e  s a l e  b a s i s ,  r e v e n u e  s h o u l d  b e  r e c o r d e d  w h e n
A CHANGE c a n  BE SUPPORTED BY A V O L U N T A R Y  T R A N S A C T I O N  I N V O L V I N G ,  I N  
MOST I N S T A N C E S ,  THE COMPANY I N  Q U E S T I O N  AND AT L E A S T  ONE OTHER  
E X T E R N A L  ECONOMI C E N T I T Y .  SPROUSE AND MOON I T Z ,  HOWEVER,  ARE PRO­
P O S I N G  T HA T  A L L  CHANGES SHOULD BE R E C O G N I Z E D .  T HE Y ARE R E F E R R I N G
( \  B I D . , P . 4 5  .
^  I B I D . ,  P P .  1 1 - 1 2 .
9 Ma u r i c e  Mo o n i t z ,  T h e  Ba s i c  Po s t u l a t e s  o f  A c c o u n t i n g  ( N ew 
Yo r k : A m e r i c a n  I n s t i t u t e  o f  Ce r t i f i e d  P u b l i c  A c c o u n t a n t s ,  1 9 6 1 ) ,  
p .  3 7 .
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TO SUCH CHANGES AS " .  . . MOVEMENTS I N THE MARKET P R I C E S  ( e . g . ,
REPL ACEMENT  CO S T S ,  OR S E L L I N G  P R I C E S )  OF S P E C I F I C  GOODS AND S E R V I C E S
it 1 0
AS WELL AS MOVEMENTS I N  THE GE N E R A L  LEVEL  OF P R I C E S .
A d d i t i o n a l l y ,  S p r o u s e  a n d  M o o n i t z  s t a t e  t h a t  t h e s e  " ,  . .
CHANGES SHOULD BE RE COGNI Z ED AT. T HE E A R L I E S T  P O I N T  OF T I M E  AT
WHI CH THEY CAN BE MEASURED I N O B J E C T I V E  T E R M S .  . . THE TERM
" O B J E C T I V E "  I S  USED BY SPROUSE AND MOONI TZ TO MEAN " i  . . U N B I A S E D ;
1 2
S U B J E C T  TO V E R I F I C A T I O N  8 Y  ANOTHER COMPETENT I N V E S T I G A T O R . "  T HE Y  
CONCL UDE ,  T HE RE F ORE ,  T H A T  AN O B J E C T I V E  MEASUREMENT CAN BE O B T A I N E D  
BY U S I N G  ANY OF THE F O L L O W I N G :  ( l )  REPL ACEMENT COSTS,  ( 2 )  NET
R E A L I Z A B L E  V A L U E ,  OR ( 3 )  A C Q U I S I T I O N  COST.  T H U S ,  A CC OR DI NG TO
S p r o u s e  a n d  M o o n i t z ,  i t  i s  n o t  n e c e s s a r y  f o r  t h e  e n t i t y  i n  q u e s t i o n
TO BE A P A R T I C I P A N T  I N A MARKET T R A N S A C T I O N  FOR THERE TO BE OB J E C­
T I V E  E V I D E N C E  OF A RESOURCE CHANGE .
S o m e  o f  t h e  c h a n g e s  r e f e r r e d  t o  b y  S p r o u s e  a n d  Mo o n i t z  a r e
C L A S S I F I E D  AS REVENUE CHANGES ACCORDI NG TO T H E I R  D E F I N I T I O N  OF
RE V E N U E .  T h e y  s t a t e  t h a t  r e v e n u e  i s  t h e  i n c r e a s e  i n  t h e  f i r m ' s  n e t
A S S E T S  R E S U L T I N G  FROM THE P R O D U C T I O N  OR D E L I V E R Y  OF GOODS AND
1 3
RE N DE RI NG OF S E R V I C E S .  T HE R E F O R E ,  . . REVENUES MAY RESULT
FROM I NCREASES I N A S S E T S ,  DECREASES I N L I A B I L I T I E S ,  OR SOME COM-
1 4
B ! N A T  I ON OF THE T WO. "
W i t h  r e s p e c t  t o  t h e  t i m i n g  o f  r e v e n u e  r e c o g n i t i o n ,  S p r o u s e
1 ^ S p r o u s e  a n d  M o o n i t z ,  o p . c i t . .  p .  1 2 .
1 1 L o c . C I T .
1' ^Mo o n i  t z ,  _op.  c i t . ,  p . 4 2 .
1 3 S p r o u s e  a n d  Mo o n i t z ,  jOP.  c i t . ,  p . 4 6 .
I ^ L o c .  C i t .
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a n d  M o o n i t z  s t a t e  t h a t :
Re v e n u e s  s h o u l d  b e  i d e n t i f i e d  w i t h  t h e  p e r i o d  d u r i n g  w h i c h  t h e  
m a j o r  e c o n o m i c  a c t i v i t i e s  n e c e s s a r y  t o  t h e  c r e a t i o n  a n d  d i s ­
p o s i t i o n  OF GOODS AND S E R V I C E S  HAVE BEEN A C C O M P L I S H E D ,  P R O V I D E D  
O B J E C T I V E  MEASUREMENTS OF THE R E S U L T S  OF THOSE A C T I V I T I E S  ARE 
A V A I L A B L E .  T H E S E  TWO C O N D I T I O N S ,  I . E . ,  A C C O M P L I S H M E N T  OF MAJOR  
E CONOMI C A C T I V I T Y  AND O B J E C T I V I T Y  OF ME AS URE ME NT ,  ARE F U L F I L L E D  
AT D I F F E R E N T  ST A GES  OF A C T I V I T Y  I N  D I F F E R E N T  C A S E S ,  S O M E T I M E S  
AS L A T E  AS T I M E  OF D E L I V E R Y  OF PRODUCT OR THE PERFORMANCE OF 
A S E R V I C E ,  I N OTHER C A S E S ,  AT AN E A R L I E R  P O I N T  OF T I  M E . ^
TO S U M M A R I Z E ,  SPROUSE AND MOON I T Z  MAKE THE F OL L OWI NG OBSER­
V A T I O N S :
1 .  P r o f i t  i s  a t t r i b u t a b l e  t o  t h e  e n t i r e  b u s i n e s s  p r o c e s s  a n d
I S A F U N C T I O N  OF AN I N C R E A S E  I N  THE OWNERS1 E Q U I T Y  OF A B U S I N E S S  
ENT 1T Y .
2 .  Re v e n u e  i s  a  m e a s u r e  o f  t h e  e x c h a n g e  v a l u e  o f  t h e  g o o d s
AND S E R V I C E S  OF A B U S I N E S S  E N T I T Y  FOR A P A R T I C U L A R  P E R I O D .
( a )  Re v e n u e  s h o u l d  b e  r e c o g n i z e d  i n  t h e  a c c o u n t s  w h e n
CHANGES I N  THE V A L U E  OF THE PRODUCTS OF THE B U S I N E S S  E N T I T Y  CAN BE 
MEASURED O B J E C T I V E L Y .
3 .  A c c o u n t i n g  Re s e a r c h  S t u d y  N o . 3  t a k e s  i s s u e  w i t h  t h e  s a l e
B A S I S  ON TWO C O U N T S .
( 1 )  C h a n g e s  i n  t h e  s p e c i f i c  p r i c e s  o f  i n d i v i d u a l  i t e m s ,  s u c h  
a s  i n v e n t o r i e s ,  o r  p l a n t  a n d  e q u i p m e n t ,  a r e  n o t  r e c o r d e d  u n t i l  
' r e a l i z e d . '  T h e  t o t a l  p r o f i t  i s  r e f l e c t e d  i n  t h e  p e r i o d  o f  
r e a l i z a t i o n  a n d  n o t  a p p o r t i o n e d  t o  t h e  p e r i o d s  d u r i n g  w h i c h
THE P R O F I T  A C C R U E D .  THE BAL ANCE S H E E T  AND E A R N I N G S  S T A T E M E N T  
ARE F O R C I B L Y  L I N K E D  BY K E E P I N G  I N V E N T O R I E S ,  P L A N T ,  AND E Q U I P ­
MENT A T  H I S T O R I C A L  COST ,  EVEN THOUGH CURRENT COSTS ARE H I G H E R ,  
SO T H A T  T H E I R  V A L U A T I O N  I S  A B Y - P R O D U C T  OF THE R E A L I Z A T I O N  
R U L E ,  AS A P P L I E D  TO THE D E T E R M I N A T I O N  OF P R O F I T ,  AND NOT OF AN 
I N D E P E N D E N T  D E T E R M I N A T I O N  OF THE A S S E T  I T S E L F .
( 2 )  C h a n g e s  i n  t h e  d o l l a r  i t s e l f  ( a s  m e a s u r e d  b y  a n  i n d e x
OF THE GENERAL  P R I C E  L E V E L )  ARE NOT R E F L E C T E D  A T  A L L  AT  ANY
^ I B I D . .  P .  4 7 .
T I M E ,  SO T HA T  T H E I R  E F F E C T  I S CONFUSED AND M I X E D  I N  W I T H  THE  
E F F E C T  OF CHANGES I N  S P E C I F I C  P R I C E S .  SOME P O R T I O N  OF WHAT  
I S  REPORTED AS P R O F I T  ( l o s s )  SHOULD A C T U A L L Y  BE C L A S S I F I E D  AS 
A RE S T A T E ME NT  OF C A P I T A L  R E S U L T I N G  FROM CHANGE I N THE M E A S U R I N G  
UN I T . 1 6
A . A . A .  C o m m i t t e e  Re p o r t : T h e  Re a l i z a t i o n  C o n c e p t
T h i s  c o m m i t t e e  r e p o r t ,  l i k e  A c c o u n t i n g  Re s e a r c h  S t u d y  N o . 3 ,
B E G I N S  BY E S T A B L I S H I N G  THE E N V I R O N M E N T  W I T H I N  WHI CH I T  W I L L  O P E R A T E .  
TWO S T R A T E G I C  FACTORS ARE SET F O R T H :  ( 1 )  F I N A N C I A L  S T A T E M E N T S
SHOUL D BE D E S I G N E D  FOR USE P R I M A R I L Y  BY I N V E S T O R S ,  AND ( 2 )  A L L  
CHANGES I N THE V A L UE  OF A S S ET S  ( E X C E P T  G O I N G - V A L U e ) SHOULD BE 
R E C O G N I Z E D  I N THE ACCOUNTS I F  A DE QUA T E  E V I D E N C E  OF CHANGE IS
17
A V A I L A B L E .
F o r  t h e  p u r p o s e  o f  a n a l y s i s  a n d  s u g g e s t e d  i m p l e m e n t a t i o n ,
R E A L I Z A T I O N  OR T I M E  OF R E C O G N I T I O N  I N  THE ACCOUNTS I S S EP A R A T E D
I N T O  TWO T YPES OF E V E N T S :  ( l )  REVENUE T R A N S A C T I O N S  WHI CH REPRESENT
THOSE EVENTS WHERE GOODS OR S E R V I C E S  ARE EXCHANGED BETWEEN THE
A C C O U N T I N G  E N T I T Y  AND SOME I N D E P E N D E N T  E N T I T Y  E X T E R N A L  TO I T ,  AND
( 2 )  H O L D I N G  G A I N  OR LOSS T R A N S A C T I O N S  WHI CH R E P R E S E N T  EVENT S WHERE
1 8
THE V A L U E  OF RESOURCES CHANGE W H I L E  B E I N G  HELD BY THE E N T I T Y .
R e v e n u e  t r a n s a c t i o n s . I n t h e  c a s e  o f  r e v e n u e  t r a n s a c t i o n s  t h e
C O M M I T T E E  F E E L S  T H A T  REVENUE SHOULD BE R E C OG N I Z E D  AS PART OF
O P E R A T I N G  I NCOME I F  THREE C R I T E R I A  ARE S A T I S F I E D .
T h e  F I R S T  C R I T E R I O N  I S CONCERNED W I T H  THE NATURE OF THE A S SE T
WH I C H  I S R E C E I V E D  WHEN GOODS OR S E R V I C E S  ARE E X C H A N G E D .  A C C OR D I N G
1 b S p R o u s E  a n d  M o o n i t z ,  _o p .  c i t . .  p .  1 6 .
^ A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  " T h e  R e a l i z a t i o n  C o n c e p t , "  
T h e  A c c o u n t i n g  R e v i e w , XL ( A p r i l ,  1 9 6 5 ) ,  3 1 2 .
1 a l b i p . .  pY 3 1 3 .
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TO THE C O M M I T T E E ,  T R A D I T I O N A L  CONCERN HAS BEEN W I T H  THE DEGREE OF 
L I Q U I D I T Y  AND THE A B I L I T Y  TO MEASURE O B J E C T I V E L Y  THE V A L U E  OF THE 
A S S E T  R E C E I V E D ,  W I T H  L I Q U I D I T Y  T A K I N G  P R E F E R E N C E .  THE L I Q U I D I T Y  
COMPONENT I S CONCERNED W I T H  THE R A P I D I T Y  W I T H  WH I C H  THE A S S E T  I N 
Q U E S T I O N  CAN BE CONVERTED I N T O  I M M E D I A T E  P U R C H A S I N G  POWER.
Ob j e c t i v e  m e a s u r e ,  t h e  o t h e r  c o m p o n e n t ,  r e f e r s  t o  t h e  e v i d e n c e
A V A I L A B L E  AT T I M E  OF EXCHANGE AND THE A T T I T U D E  OF THE O B S E R V E R .
Ob j e c t i v e  m e a s u r e  p r e s u m a b l y  r e q u i r e s  e v i d e n c e  w h i c h  i s  o b s e r v e d
BY AN U N B I A S E D  I N V E S T I G A T O R  AND I F  USED BY ANOTHER COMPETENT U N B I A S E D  
I N V E S T I G A T O R  SUCH I N V E S T I G A T I O N  WOULD Y I E L D  E S S E N T I A L L Y  THE SAME 
R E S U L T S .
W i t h  r e s p e c t  t o  t h e  r e l a t i v e  i m p o r t a n c e  o f  l i q u i d i t y  a n d
O B J E C T I V E  ME A S U R E M E N T ,  THE C O M M I T T E E  WOULD REVERSE THE T R A D I T I O N A L
v i e w p o i n t . T h e y  f e e l  t h a t  l i q u i d i t y  i s  l e s s  i m p o r t a n t  r e l a t i v e l y
AND . . WOULD ST RE S S  M E A S U R A B I L I T Y  . . .  AS THE E S S E N T I A L
..19A T T R I B U T E  RE Q U I R E D  FOR R E C O G N I T I O N  OF R E A L I Z E D  RE V E N U E .
T h e  SECOND C R I T E R I O N  f o r  r e c o g n i t i o n  i s  t h e  e x i s t e n c e  o f  a  
MARKET  T R A N S A C T I O N .  THE M A J O R I T Y  OF THE C O M M I T T E E  CONCUR W I T H  THE  
G E N E R A L L Y  ACCE P TE D V I E W  T H A T  A MARKET T R A N S A C T I O N  MUST E X I S T  BEFORE  
REVENUE MAY BE R E A L I Z E D .  C O N C E R N I N G  THE MA RK E T  T R A N S A C T I O N ,  SOME 
ACCOUNT ANT S A DV OCA T E T HA T  THE B U S I N E S S  E N T I T Y  I N  Q U E S T I O N  NEED NOT 
BE A PA RT Y  TO THE A CT UA L  T R A N S A C T I O N  I N  ORDER TO J U S T I F Y  R E C O G N I T I O N .
Ho w e v e r ,  a f t e r  i n v e s t i g a t i o n ,  t h e  c o n c l u s i o n  d r a w n  b y  t h e  c o m m i t t e e
WAS T H A T  I N THE c a s e  o f  REVENUE T R A N S A C T I O N S  THE E N T I T Y  I T S E L F  MUST
1 ^ 1  B I O . ,  P .  3 1 5 .
BE ONE OF THE P A R T I C I P A N T S  I N  THE MA RK E T  T R A N S A C T I O N .
T h e  f i n a l  c r i t e r i o n  f o r  r e c o g n i t i o n  o f  r e v e n u e  r e l a t e s  t o
THE E X T E N T  TO WHI CH S E R V I C E S  HAVE BEEN PERFORMED BY THE B U S I N E S S
e n t i t y . T h r e e  t y p e s  o f  s e r v i c e  s i t u a t i o n s  i n d i c a t e d  b y  t h e  c o m m i t t e e
a r e : ( l  ) c a s h  s a l e s ,  ( 2 )  a d v a n c e  p a y m e n t  b y  t h e  c u s t o m e r ,  a n d
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( 3 )  A c o n v e n t i o n a l  c h a r g e  s a l e . T h e  c o m m i t t e e  r e c o m m e n d s  t h a t
CASH S A L E S  AND CHARGE S A L E S  BE HANDLED C O N V E N T I O N A L L Y  W I T H  D E V I A T I O N  
FROM US UA L  P R A C T I C E  P E R M I T T E D  FOR ADVANCE P A Y M E N T S .
T r a d i t i o n a l l y ,  i n  t h e  s i t u a t i o n  o f  a d v a n c e  p a y m e n t s  b y
CUS T OME RS ,  R E A L I Z A T I O N  I S NOT C O N S I D E R E D  COMPLETED U N T I L  A L L  S E R V I C E S  
HAVE BEEN RENDERED TO THE CUSTOMER BY THE B U S I N E S S  E N T E R P R I S E .  THE 
C O M M I T T E E ,  HOWEVER,  F OL L O WI N G  THE PROPOSAL  OF J OHN H .  ME Y E R S ,
SUGGESTS THAT R E C O G N I T I O N  SHOULD DEPEND ON WHETHER THE S E L L E R  HAS 
PERFORMED AN A C T I O N  WHI CH I S C O N S I D E R E D  THE C R I T I C A L  E V ENT  I N  THE
21 DB U S I N E S S  P ROCES S .  By C R I T I C A L  E V E N T  I S MEANT T HA T  E V E NT  OR
F U N C T I O N  I N THE B U S I N E S S  PROCESS ( FROM PURCHASE OF RAW M A T E R I A L S  
THROUGH T E C H N I C A L  P R O D U C T I O N  TO P O I N T  OF S A L E )  WHI CH I S C O N S I D E R E D  
TO BE THE MOST S T R A T E G I C  TO REVENUE E A R N I N G .  FOR E X A M P L E ,  I N  GOLD 
M I N I N G ,  WHERE THE F I N I S H E D  GOOD HAS A GUARANTEED M A R K E T ,  C O M P L E T I O N  
OF P R O D U C T I O N  ( M I N I N G )  I S C O N S I D E R E D  THE S T R A T E G I C  F U N C T I O N .
F o l l o w i n g  t h i s  r e a s o n i n g ,  i n  s o m e  s i t u a t i o n s  ( e . g . ,  t h e
M A G A Z I N E  P U B L I S H I N G  I N D U S T R Y )  WHERE CASH HAS BEEN R E C E I V E D  BEFORE
2 0 | b i d . ,  P .  3 1 6 .
J o h n  H. M e y e r s ,  " T h e  C r i t i c a l  E v e n t  a n d  R e c o g n i t i o n  o f  
N e t  P r o f i t , "  T h e  A c c o u n t i n g  R e v i e w ,  -XXXIV ( O c t o b e r ,  1 9 5 9 ) ,  5 2 8 .
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S E R V I C E  HAS BEEN PERFORMED BUT THE C R I T I C A L  EVENT HAS A LREADY
T R A N S P I R E D  ( S E L L I N G  THE S U B S C R I P T I O N ) ,  R E C O G N I T I O N  OF A L L  OR PART
22
OF THE CASH PAYMENT AS REVENUE WOULD BE RECOMMENDED.
I N  SUMMARY,  THE COMMI TT EE F EE L S  T HA T  R E A L I Z A T I O N  OF REVENUE 
T R A N S A C T I O N S  DEPEND ON O B J E C T I V E  MEASUREMENT ,  A MA RK ET  T R A N S A C T I O N  
I N V O L V I N G  THE E N T I T Y  I N  Q U E S T I O N ,  AND THE PERFORMANCE OF THE 
C R I T I C A L  E V E N T .
Ho l d i n g  g a i n s  a n d  l o s s e s . T h e  c o m m i t t e e  a s s e r t s  t h a t  a s s e t
AND L I A B I L I T Y  VALUES CHANGE AND,  T HE R E F O R E ,  I F  I NCOME I S TO BE 
P RO P E RL Y  RE PORT E D,  T HESE CHANGES SHOULD BE RECOGNI Z ED I N THE
a c c o u n t s . V a l u e s  o f  a s s e t s  a n d  l i a b i l i t i e s  c h a n g e  a s  a  r e s u l t  o f
O P E R A T I N G  A C T I V I T Y  AND W H I L E  H O L D I N G  THE ASS ET S AND L I A B I L I T I E S  I N
q u e s t i o n . C h a n g e s  d u e  t o  o p e r a t i n g  a c t i v i t y  u s u a l l y  r e s u l t  f r o m
M A N A G E R I A L  D E S I G N  W H I L E  CHANGES WHI CH R E S U L T  WHI L E  A S S E T S  AND 
L I A B I L I T I E S  ARE B E I NG HELD ARE U S U A L L Y  E X T E RNA L  TO M A N A G E R I A L
a c t i v i t y . E x a m p l e s  o f  t h e  l a t t e r  a r e : ( 1 )  t e c h n o l o g i c a l  a d v a n c e s ,
2 3
( 2 )  P R I C E  L E V E L  CHANGES,  ( 3 )  S H I F T S  I N DEMAND.
By r e c o g n i t i o n  o f  t h e s e  v a l u e  c h a n g e s ,  t h e  COMMI T T E E  f e e l s
T H A T  THREE O B J E C T I V E S  W I L L  BE A C C O M P L I S H E D :
t .  E x p e n s e s  w o u l d  b e  s t a t e d  o n  a  c u r r e n t  c o s t  b a s i s .
2 .  Ga i n s  a n d  l o s s e s  f r o m p p r i c e  c h a n g e s  w o u l d  b e  r e c o g n i z e d
I N THE P E R I O D  WHEN THE CHANGE IN V A L UE  OCCURS,  RATHER THAN I N 
THE P E R I O D  WHEN THE ASSET I S  S O L D .
3 .  On THE BAL ANCE S H E E T ,  AS SET S WOULD BE VA L UE D AT AMOUNTS 
RE P R E S E N T I N G  T H E I R  CURRENT ECONOMI C S I G N I F I C A N C E . 2 4
^ A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  _o p .  c i t . .  p .  3 1 8 .  
2 3 I b i d . ,  p . 3 1 8 .
2 4 1 b i d . .  p .  3 1 9 .
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I n o r d e r  t o  m e a s u r e  t h e s e  c h a n g e s ,  a  b a s e  f i g u r e  c o n c e p t  i s  
i m p l i e d . F o r  e x a m p l e ,  t h e  a c q u i s i t i o n  c o s t  o r  o t h e r  a d j u s t e d  b a s i s
OF AN A S S ET  WOULD BE I T S  BASE F I G U R E  AT THE B E G I N N I N G  OF THE P E R I O D .
A t  THE END OF THE P E R I O D  ( o r  DATE OF D I S P O S A L  I F  THE A S S E T  IS
D I S P O S E D  OF D U R I N G  THE P E R I O D )  THE A S S E T  I N  Q U E S T I O N  WOULD BE V A L U E D  
U S I N G  RE P L A C E M E N T  COST ( WHERE F E A S I B L E )  AND T H I S  V A L U E  WOULD BE 
COMPARED W I T H  THE BASE F I G U R E .  THE D I F F E R E N C E  OR CHANGE WOULD BE 
RECORDED I N THE ACC OU N T S .
I N  THE CASE OF THE D I S P O S A L  OF AN A S S E T  DU RI NG THE A CC OU NT I N G
P E R I O D ,  C O N V E N T I O N A L  P R A C T I C E S  ALLOW FOR R E C O G N I T I O N  OF VALUE CHANGES
I N  THE A C C O U N T S ;  WHEN THERE I S NO A CT UA L  D I S P O S A L ,  V A L U E  CHANGES ARE 
NOT R E C O G N I Z E D .  C O N V E N T I O N A L  P R A C T I C E S ,  A CC OR DI NG TO THE C O M M I T T E E ,  
ARE NOT ADE QUA T E  A ND,  AS A R E S U L T ,  THE C O M M I T T E E  SUGGEST  A CURRENT 
COST MEASURE OF I NCO ME .  T h E R A T I O N A L E  AND S I G N I F I C A N C E  OF T H E I R  
S U G G E S T I O N  ARE AS F OL L O WS :
M e a s u r e m e n t  o f  . .• . i n c o m e  f r o m  o p e r a t i o n s  c a n  b e  a c c o m p l i s h e d
ONLY I F  THE E X P I R A T I O N  OF S E R V I C E  P O T E N T I A L  I S MEASURED I N TERMS 
OF CURRENT CO S T .  T-HAT I S ,  I N ORDER TO C O N T I N U E  O P E R A T I O N S  
W I T H O U T  C O N T R A C T I N G  THE L E V E L  OF O P E R A T I N G  C A P A C I T Y ,  EXHAUSTE D 
S E R V I C E S  MUST BE R E S T O R E D ;  THE R E L E V A N T  COST OF E X P I R E D  S E R V I C E S  
I S  THE CURRENT COST OF R E S T O R A T I O N .  . . .
I n c o m e  f r o m  o r d i n a r y  o p e r a t i o n s  i s  i m p o r t a n t  t o  i n v e s t o r s  i n
MAKI  NG I [ I NVESTMENT  D E C I S I O N S .  T H I S  A MOUNT,  WHEN COMPARED W I T H  
CASH D I V I D E N D S ,  I S R E L E V A N T  TO AN A P P R A I S A L  OF THE I N T E N T  OF 
THE MANAGEMENT TO CONTRACT OR EXPAND THE O P E R A T I N G  C A P A C I T Y  OF
t h e  f i r m . S e c o n d l y ,  i t  f a c i l i t a t e s  p r e d i c t i o n  o f  f u t u r e  i n c o m e
FROM O R D I N A R Y  O P E R A T I O N S ,  A S S U M I N G  T HAT  COSTS OTHER THAN D E P R E ­
C I A T I O N  ARE ALSO S T A T E D  I N CURRENT T E R M S .  T H I R D ,  I N T E R - F I R M  
I NCOME C O M P A R A B I L I T Y  I S I MPROVED BY U N I V E R S A L  MEASUREMENT OF 
D E P R E C I A T I O N  ( AND OTHER E X P E N S E S )  ON THE B A S I S  OF CURRENT 
C O S T .
^ A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  " A c c o u n t i n g  f o r  L a n d ,  
B u i l d i n g s  a n d  E q u i p m e n t . "  T h e  A c c o u n t i n g  R e v i e w . X X X I X  ( J u l y ,  
1 9 6 4 ) ,  6 9 6 .
Ad d  I T I O N A L L Y ,  CURRENT COST V A L U A T I O N S  ON THE BALANCE S H E E T  
E N A B L E  I N T E R E S T E D  P A R T I E S  TO COMPUTE A MORE M E A N I N G F U L  RATE OF 
RET URN ON I N V E S T M E N T  BECAUSE CURRENT COST P R E SU MAB L Y  HAS CURRENT  
ECONOMI C S I G N I F I C A N C E .
A c t u a l  r e p o r t i n g  o f  t h e s e  v a l u e  c h a n g e s  r e q u i r e s  t h e  u s e  o f
R E A L I Z E D  AND U N R E A L I Z E D  A C C O U N T S .  V A L U E  CHANGES I N  ASSETS WOULD BE
RECORDED I N  U N R E A L I Z E D  ACCOUNTS AT  THE T I M E  OF R E V A L U A T I O N .  THESE
AMOUNTS WOULD R E M A I N  U N R E A L I Z E D  U N T I L  " . . .  T HEY HAVE BEEN
V A L I D A T E D  BY S A L E S  TO CUSTOMERS OR BY CHARGES TO EX PE NS E . . . . " 2 6
I N C O N C L U S I O N ,  THE C O M M I T T E E  IS OF THE O P I N I O N  T H A T !
. . . THE PROCESS OF R E C O G N I Z I N G  A L L  H O L D I N G  G A I N S  AND L O S S E S ,
BUT ONL Y  I N C L U D I N G  R E A L I Z E D  I TEMS I N  NET I N C O M E ,  P R O V I D E S  F UL L  
D I S C L O S U R E  OF R E L E V A N T  I N F O R M A T I O N  BUT AT THE SAME T I M E  R E T A I N S  
A NET I NCOME T E S T  T HA T  G I V E S  A M E A N I N G F U L  D I S T I N C T I O N  BETWEEN 
S I G N I F I C A N T L Y  D I F F E R E N T  ECONOMI C E V E N T S .  T H E Y  ARGUE T H A T  THERE 
I S  A D I F F E R E N C E  I N  THE Q U A L I T Y  OF E V I D E N C E  GENERAT ED BY A MARKET 
T R A N S A C T I O N  I N V O L V I N G  GOODS SOLD AND THE S E C U R I N G  OF E S T I M A T E S  
OF REP L ACE MEN T  COS T  OR CURRENT  COST OF A S S ET S  HELD AND T H A T  
T H I S  D I F F E R E N C E  SHOULD BE THE B A S I S  OF THE NET INCOME T E S T . ^
Ho r n g r e n ' s  M i d d l e  G r o u n d  A p p r o a c h
Ho r n g r e n ' s  a p p r o a c h ,  l i k e  t h e  A . A . A .  C o m m i t t e e  Re p o r t ,  i s
CONCERNED P R I M A R I L Y  W I T H  AN A N A L Y S I S  OF THE CONCEPT OF R E A L I Z A T I O N  
A N D ,  AS A R E S U L T  OF H I S  E X A M I N A T I O N ,  SUGGESTS RULES WHI CH A T T E M P T  
TO C L A R I F Y  I T S  M E A N I N G  AND U S E F U L N E S S .
I N ORDER TO E S T A B L I S H  A FRAMEWORK FOR H I S  A N A L Y S I S ,  HORNGREN 
M E N T I O N S  O N L Y  ONE L I M I T I N G  F A C T O R .  T H A T  I S ,  H I S  A N A L Y S I S  C O N S I D E R S  
O N L Y  THE R E A L I Z A T I O N  CONCEPT AS I T  R E L A T E S  TO V A L U E  I NCREMENT S AND,
^ A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  " T h e  Re a l i z a t i o n  C o n c e p t , "  
o p . c i t . ,  p . 3 3 2 .
^ L o c . C I T .
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T H E R E F O R E ,  NOT TO COST EXP I RAT I O N .
Ho r n g r e n ' s  p r i m a r y  o b j e c t i v e  i s  t o  b r o a d e n  t h e  r e p o r t i n g
PROCESS BY I N C L U D I N G  V A L U E  CHANGES WHI CH CAN BE SUPPORTED BY 
O B J E C T I V E ,  V E R I F I A B L E  E V I D E N C E .  H l S  APPROACH . . ADV OCA T E S A
. . 2 9  _
L I B E R A L  R E C O G N I T I O N  T E S T  AND A S T R I C T  R E A L I Z A T I O N  T E S T .  RECOG­
N I T I O N ,  T H E N ,  A P P A R E N T L Y  REFERS TO THE ACT OF RECORDI NG S O M E T H I N G  
I N  THE ACCOUNTS WH I L E  R E A L I Z A T I O N  I S  A CONCEPT WHI CH A T T E M P T S  TO 
D E T E R M I N E  THE T I M I N G  OF REVENUE R E A L I Z A T I O N .
T h e  r u l e s  o r  c r i t e r i a  f o r  a s c e r t a i n i n g  t h e  t i m i n g  o f  r e v e n u e
a r e : ( 1 )  R E C O G N I T I O N ,  ( 2 )  MARKET T R A N S A C T I O N ,  AND ( 3 )  GOODS OR
S E R V I C E S  RE N DE RE D .  A L L  THREE C R I T E R I A  MUST BE MET BEFORE REVENUE 
CAN BE MADE A PART OF NET  I NCOME.  HOWEVER,  THE ORDER I N WH I C H  THE 
RULES ARE L I S T E D  I S NOT C R I T I C A L ;  I N F A C T ,  THERE E X I S T  MANY 
S I T U A T I O N S  WHERE THE ORDER WOULD BE CHANGED ( e . g . ,  RENT C O L L E C T E D  
I N A D V A N C E ) .
R u l e  o n e  s t a t e s  t h a t  a n  e v e n t  m u s t  p r o v i d e  t h e  m e a n s  f o r  a n
O B J E C T I V E  MEASUREMENT  BEFORE I T  CAN BE RECORDED I N  THE A C C O U N T S .
T h e r e f o r e ,  s i n c e  c o n c e r n  i s  w i t h  o b j e c t i v e  m e a s u r e m e n t ,  e v i d e n c e
BECOMES THE K E Y  T ERM.  E S S E N T I A L L Y  THEN T H I S  RULE I S  A T E S T  OF THE 
E V I D E N C E  OR A C O N F I D E N C E  GAUGE OF THE MEASUREMENT PROCESS D E A L I N G  
W I T H  A VAL UE I N C R E A S E .  A C C O R D I N G  TO Ho RNGRE N,  " A N Y  P E R T I N E N T  
I N F O R M A T I O N  W I L L  BE S A T I S F A C T O R Y  AS LONG AS I T  CAN BE I N D E P E N D E N T L Y
. . 3 0
V E R I F I E D  BY P R O F E S S I O N A L  A C C O U N T A N T S .
" ^ C h a r e e s  T .  H o r n g r e n ,  " H o w  S h o u l d  We I n t e r p r e t  t h e  
R e a l i z a t i o n  C o n c e p t ? "  T h e  A c c o u n t i n g  R e v i e w . XL ( A p r i l ,  1 9 6 5 ) ,
3 2 4 .
^ I  b I d . ,  p .  3 2 5 .
I b i d . .  p .  3 2 6 .
H o r n g r e n  d e f i n e s  t h e  m a r k e t  t r a n s a c t i o n  i n  r u l e  t w o  a s :  " A n
E V E N T  ' O R I G I N A T E D  BY THE V O L U N T A R Y  I N T E R A C T I O N  BETWEEN THE A CCOUNT -
31
I NG U N I T  AND SOME OTHER U N I T . 1"  T H U S ,  H I S  FRAMEWORK R E T A I N S  THE
C O N V E N T I O N A L  MARKET EXCHANGE C R I T E R I O N  FOR R E A L I Z A T I O N .
Ru l e  t h r e e  a p p a r e n t l y  i n d i c a t e s  t h a t  b e f o r e  r e a l i z a t i o n  c a n
T A K E  PLACE A L L  R E S T R I C T I O N S  A G A I N S T  THE A S S E T S  R E C E I V E D  I N  A MARKET 
T R A N S A C T I O N  MUST BE REMOVED.  FOR E X A M P L E ,  RENT R E C E I V E D  I N  ADVANCE 
HAS A R E S T R I C T I O N  A T T AC HE D U N T I L  THE PASSAGE OF T I M E  CAUSES I T  TO
3 2  _
BE REMOVED.  T H E R E F O R E ,  I N  THE FRAMEWORK CRE A TE D BY T HESE THREE
R U L E S ,  V A L UE  CHANGES I N  A S S E T S  AND L I A B I L I T I E S  CAN BE RE CORDED,  
S I N C E  THE ONL Y  R E Q U I R E M E N T  FOR DOI NG SO I S O B J E C T I V E  MEA S UR E MENT .
Ho w e v e r ,  b e f o r e  r e a l i z a t i o n  c a n  o c c u r  t h e  o t h e r  t w o  r u l e s  m u s t
A P P L Y  TO THE S I T U A T I O N  I N  Q U E S T I O N .
J u s t i f i c a t i o n  f o r  t h i s  a p p r o a c h  p r e s u m a b l y  i s  a n  a t t e m p t  t o
d i s t i n g u i s h  b e t w e e n  " .  . . d i f f e r e n t  t y p e s  o f  e v e n t s  a n d  d i f f e r e n t
3 3
PHASES o f  MANAGEMENT RESPONS USB I L I T I ES . "  T h e  s e p a r a t i o n  OF e v e n t s  
REFERS TO THOSE WHI CH DEAL  D I R E C T L Y  W I T H  O P E R A T I N G  A C T I V I T Y  AND 
THOSE CONCERNED W I T H  O P P O R T U N I T Y  C O S T S . '  HORNGREN AVERS T H A T  
R ECORDI NG V A L U E  CHANGES I S I MP OR T A N T  I N  C E R T A I N  S I T U A T I O N S ,  FOR 
E X A M P L E ,  I N THE CASE OF M A R K E T A B L E  S E C U R I T I E S .  HOWEVER,  HE GOES ON 
TO SA Y  t h a t :
. . . R E P L A CE ME N T  P R I C E S  ON THE I N V E N T O R I E S  OR F I X E D  A S S E T S
T HA T  ARE HELD TO F A C I L I T A T E  THE M A I N S T R E A M  HAVE NO D I R E C T  
B E A R I N G  ON THE D E C I S I O N S  OF THE F U T U R E .  T H E Y  MAY BEAR ON 
MANAGEMENT A L T E R N A T I V E S  TODAY AND MAY T HERE F ORE  RE P RES E NT
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V A L U A B L E  I N F O R M A T I O N  FOR E V A L U A T I O N .  B UT  TOMORROW W I L L  B R I N G  
D I F F E R E N T  S P E C I F I C  P R I C E S .  ] F  MANAGEMENT HAS FEW D A Y - T O - D A Y  
R E P L A C E M E N T  O P T I O N S  REGARD I N G THE ASSE T S  B E A R I N G  H O L D I N G  
G A I N S ,  THE I N F O R M A T I O N  MAY BE I N S I G N I F I C A N T  TO BOTH MANAGEMENT 
AND I N V E S T O R S .  T HE S E  ARE Q U E S T I O N S  OF M A T E R I A L I T Y  AND F A C T ,
A ND,  AS SUCH,  THE I MPORTANCE OF R E C O G N I Z I N G  SUCH G A I N S  W I L L  
V A R Y . OH
To c o n c l u d e ,  H o r n g r e n  f e e l s  t h a t  a  m i d d l e  g r o u n d  a p p r o a c h  c a n
S ERVE BOTH C R I T I C S  AND ADVOCATES OF THE T R A D I T I O N A L  R E A L I Z A T I O N  
CONCEPT U N T I L  A M E E T I N G  OF THE M I N D S  CAN T A KE  P L A C E .
I n v e n t o r y  -  T h e  T h r e e  P r o p o s a l s
A n a n a l y s i s  o f  r e l a t i o n s h i p s  m i g h t  l e a d  t o  A MORE D E T A I L E D  
P E R C E P T I O N  OF EACH OF THE THREE P R O P O S A L S .  A L L  COMPONENTS OF EACH 
P ROPOSAL ARE NOT P RE SE NT E D S I N C E  SUCH A PROCEDURE WOULD MAKE 
E X P O S I T I O N  U N M A N A G E A B L E .  HOWEVER,  THE COMPONENT CHOSEN,  I N V E N T O R Y ,
I S  P R E S U M A B L Y  MAJOR I N  SCOPE AND THEREFORE SHOUL D P R O V I D E  A 
REASONA BLE R E P R E S E N T A T I O N  OF EACH FRAMEWORK.
I N V E N T O R Y " -  A C C O U N T I N G  RESEARCH S T UDY  No.  3 . I N  ACCOUNT ING
R e s e a r c h  S t u d y  No . 3 , S p r o u s e  a n d  Mo o n i t z  r e c o m m e n d  t h a t  v a l u e
CHANGES I N  E N D I N G  I N V E N T O R I E S  BE RECORDED I N THE ACCOUNTS AS A PART 
OF O P E R A T I N G  INCOME U S I N G  ONE OF THREE SUGGESTED M E T H O D S .  THE F I R S T  
METHOD S T A T E S  THAT NET R E A L I Z A B L E  VAL UE ( S E L L I N G  P R I C E  L E S S  COST TO 
S E L L )  SHOULD BE USED I F  P O S S I B L E ;  T HA T  I S ,  I F  THE GOODS HAVE A 
READY M A R K E T ,  S E L L I N G  P R I C E S  ARE KNOWN,  AND COST OF D I S P O S A L  ARE 
S M A L L  OR R E A D I L Y  P R E D I C T A B L E .  T H E Y  SUGGEST T H A T  C O N D I T I O N S  N E C E S S A R Y  
FOR I M P L E M E N T A T I O N  OF T H I S  METHOD ARE L I K E L Y  TO E X I S T  I N  THE CASE 
OF C E R T A I N  A G R I C U L T U R A L  AND M I N I N G  P RODUCT S.
^ 4 l B I D . ,  P. 329.
T h e  u s e  o f  n e t  r e a l i z a b l e  v a l u e ,  a c c o r d i n g  t o  A c c o u n t i n g  
Re s e a r c h  S t u d y  No . 3 , w o u l d  r e s u l t  i n  a n  a s s i g n m e n t  o f  p r o f i t  o r  
l o s s  t o  t h e  p e r i o d  i n  w h i c h  t h e  e f f o r t  w a s  e x p e n d e d . P r e s u m a b l y ,  
h o w e v e r ,  n e t  r e a l i z a b l e  v a l u e  c o u l d  n o t  b e  u s e d  i n  m o s t  s i t u a t i o n s
BECAUSE MOST I N D U S T R I E S  DO NOT MANUFACTURE GOODS WHI CH HAVE A READY 
M A R K E T .  I N  S I T U A T I O N S  SUCH AS T H I S ,  SPROUSE AND M O O N I T Z  RECOMMEND 
THE USE OF A V A L U A T I O N  METHOD U S I N G  R E P L A CE ME N T  C O S T ;  T H A T  I S ,  WHAT 
WOULD BE THE E X P E N D I T U R E S  NEC E SS A RY TO PURCHASE OR REPRODUCE THE 
I N V E N T O R Y  I N  Q U E S T I O N .
T h e  T H I R D  V A L U A T I O N  METHOD SUGGESTS THE USE OF A C Q U I S I T I O N
c o s t . S p r o u s e  a n d  M o o n i t z  s t a t e  t h a t :
A c q u i s i t i o n  c o s t s  m a y  b e  u s e d  w h e n e v e r  t h e y  a p p r o x i m a t e
CURRCURRENT RE P L A CE ME N T  C O S T S ,  a s  WOULD P R O B A B L Y  BE THE CASE
WHEN T HE U N I T  P R I C E S  OF I N V E N T O R Y  COMPONENTS ARE RE A S O N A B L Y  
S T A B L E  AND TURNOVER I S  R A P I D . 3 5
A p p a r e n t l y  t h e n ,  a c q u i s i t i o n  c o s t s  a r e  n o t  t o  b e  u s e d  e x c e p t  
I N  t h o s e  s i t u a t i o n s  w h e r e  t h e r e  i s  a  c l o s e  a p p r o x i m a t i o n  t o  r e p l a c e ­
m e n t  c o s t . T h e r e  a r e  p r e s u m a b l y  f e w  s i t u a t i o n s  w h e r e  r e p l a c e m e n t  
c o s t  c o u l d  n o t  b e  a s c e r t a i n e d .
S p r o u s e  a n d  Mo o n i t z  m a k e  t h e  f i n a l  r e c o m m e n d a t i o n  t h a t  a n y
MEASUREMENT USED I N  V A L U I N G  I N V E N T O R I E S  SHOULD BE O B J E C T I V E .  T HAT  
I S ,  I T  SHOUL D BE U N B I A S E D  AND S U B J E C T  TO V E R I F I C A T I O N  BY ANOTHER 
COMPET ENT  I N V E S T I G A T O R .
I n v e n t o r y -  A . A . A .  C o m m i t t e e  R e p o r t :  T h e  R e a l i z a t i o n  C o n c e p t .
W i t h  r e s p e c t  t o  t h e  a s s e t ,  i n v e n t o r y ,  t h e  c o m m i t t e e  r e c o m m e n d s  t h a t
ANY  CHANGE I N  V A L U E ,  WHI CH CAN BE SUPPORTED BY ADEQUATE E V I D E N C E ,
3 5 s p r o u s e  a n d  M o o n i t z ,  _o p . c i t . .  p . 5 7 .
BE RECORDED I N THE A CC OU NT S .  HOWEVER,  U N L I K E  A C C O U N T I N G  RE S E A RCH 
NO.  3 , A D I S T I N C T I O N  I S MADE BETWEEN " R E A L I Z E D 1' AND " U N R E A L I Z E D "  
CH A N G E S .  UNREAL I ZED,  CHANGES ARE THOSE WHI CH HAVE NOT BEEN V A L I D A T E D  
BY A MARKET T R A N S A C T I O N  W I T H  A CUSTOMER.  A D D I T I O N A L L Y ,  U N R E A L I Z E D  
CHANGES SHOULD NOT BE A PART  OF REPORTED NET INCOME B U T ,  I N S T E A D ,  
SHOULD BE A P A RT  OF THE E Q U I T Y  S E C T I O N  ON THE B AL ANCE S H E E T .
A M A J O R I T Y  OF THE C O M M I T T E E  F EE L  T H A T  R E C O G N I T I O N  OF I N V E N T O R Y  
H O L D I N G  G A I N S  AND LOSSES MAKES P O S S I B L E  A T I M E L Y  ACKNOWLEDGMENT OF
a
V A L UE  CH A NGE S.  HOWEVER,  BY S E P A R A T I N G  R E A L I Z E D  FROM U N R E A L I Z E D
H O L D I N G  G A I N S  AND L OSSES ON I N V E N T O R Y  A D I S T I N C T I O N  CAN BE MADE
BETWEEN D I F F E R E N T  T Y P ES  OF ECONOMI C E V E N T S .
I N  ORDER TO MEASURE H O L D I N G  G A I N S  AND LOSSES ON I N V E N T O R Y ,
THE C O M M I T T E E  RECOMMENDS THE USE OF RE P L A CE ME N T  C O S T .  By S E L E C T I N G
RE P L A C E M E N T  C O S T ,  THE C O M M I T T E E  RE J E C T E D  NET R E A L I Z A B L E  VAL UE
BECAUSE THEY F E L T  T H A T :
A  NET R E A L I Z A B L E  V AL UE METHOD I S G E N E R A L L Y  I M P R A C T I C A L  AND I S 
THE RE F ORE  NOT RECOMMENDED FOR GENERAL  U S E .  THE MAJ OR D I S ­
A DV ANTA GE  OF U S I N G  A NET R E A L I Z A B L E  V A L U E  METHOD I S  THE PROBLEM 
OF ME A S UR E ME NT .  MANY S U B J E C T I V E  E S T I M A T E S  ARE RE Q UI RE D I N  I T S  
I M P L E M E N T A T I O N :  EXPECTED R E V E N UE ,  E X P EC T E D E X P E N S E S ,  AND
A L L O C A T I O N S  OF MA R G I N S  BETWEEN A C Q U I S I T I O N  AND D I S T R I B U T I O N
f u n c t i o n s . F u r t h e r m o r e ,  i f  s e l l i n g  p r i c e s  f l u c t u a t e  i n  h a r m o n y
W I T H  RE PL A CE MENT  C O S T S ,  THE RE P L A CE ME N T  COST METHOD G E N E R A L L Y  
W I L L  Y I E L D  A R E L I A B L E  A P P R O X I M A T I O N  OF NET R E A L I Z A B L E  V A L U E  
L E S S  NORMAL O P E R A T I N G  I NCO ME .  T H E R E F O R E ,  RE P L A CE ME NT  COST CAN 
G E N E R A L L Y  MEET CONCEPTUAL  AND P R A C T I C A L  C R I T E R I A  MORE E A S I L Y  
T HAN SOME V E R S I O N  OF NET R E A L I Z A B L E  V A L U E . 3 ®
A f t e r  t h e  v a l u e  c h a n g e s  h a v e  b e e n  m e a s u r e d  u s i n g  r e p l a c e m e n t
CO S T ,  THE I N V E N T O R Y  ACCOUNT I S  D E B I T E D  OR C R E D I T E D  TO R E F L E C T  T H I S
^ A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  " T h e  Re a l i z a t i o n  C o n c e p t , "
CHANGE ( WHETHER AN I N C R E A S E  OR D E C R E A S E ) .  A C O RR E S PON DI NG AMOUNT 
I S E I T H E R  D E B I T E D  OR C R E D I T E D  TO AN U N R E A L I Z E D  H O L D I N G  G A I N  OR LOSS
a c c o u n t . T h i s  r e c o r d e d  v a l u e  c h a n g e  r e m a i n s  i n  t h e  u n r e a l i z e d
ACCOUNT U N T I L  I T  BECOMES R E A L I Z E D ,  T HA T  I S ,  V A L I D A T E D  BY A MARKET 
T R A N S A C T I O N  W I T H  A CUSTOMER.
I n v e n t o r y  -  Ho r n g r e n . Ho r n g r e n  d o e s  n o t  s p e c i f y  e x a c t l y
WHAT V A L U A T I O N  METHOD HE WOULD USE TO RECORD V A L U E  CHANGES I N 
I N V E N T O R Y .  I t  I S  ASS UME D,  HOWEVER,  T HA T  HE RECOMMENDS THE R E P L A C E ­
MENT COST METHOD.
Ho r n g r e n ,  l i k e  t h e  A . A . A .  C o m m i t t e e ,  m a k e s  a  d i s t i n c t i o n
BETWEEN " r e a l i z e d "  AND " U N R E A L I Z E D 11 H O L D I N G  G A I N S  AND LOSSES ON
i n v e n t o r y . H i s  r e a s o n i n g ,  p r e s u m a b l y ,  i s  t h a t  e c o n o m i c  e v e n t s
A F F E C T I N G  NORMAL O P E R A T I N G  A C T I V I T Y  AND EV E NT S  D E A L I N G  W I T H  
A L T E R N A T I V E  O P T I O N S  SHOULD BE D I S T I N G U I S H E D .
T h e r e f o r e ,  Ho r n g r e n  r e c o m m e n d s  t h a t  v a l u e  c h a n g e s  i n
I N V E N T O R Y  SHOULD BE D E B I T E D  OR C R E D I T E D  ( D E P E N D I N G  UPON THE
D I R E C T I O N  OF THE V AL UE CHANGE)  TO THE I N V E N T O R Y  ACCOUNT AND THE
C OUNTE RPA RT  OF THE ENT RY  WOULD BE AN U N R E A L I Z E D  H O L D I N G  G A I N  OR
LOSS A C C O U N T .  THE V A L UE  CHANGE I N  I N V E N T O R Y  WOULD A P P A R E N T L Y  
R E M A I N  I N THE U N R E A L I Z E D  ACCOUNT U N T I L  H I S  THREE RULES FOR S T R I C T  
R E A L I Z A T I O N  ARE M E T .  T H E R E F O R E ,  THESE V AL UE CHANGES I N  I N V E N T O R Y  
WOULD AP P EA R ON THE BAL ANCE S H E E T  BUT NOT AS A PART OF REPORTED NET 
I NCOME U N T I L  R E A L I Z E D .  THE U N R E A L I Z E D  H O L D I N G  G A I N S  AND LOSSES 
ACCOUNT WOULD BE A PART OF THE E Q U I T Y  S E C T I O N  OF THE B AL ANCE S H E E T .
CHAPTER VI  
EVALUATION OF RECENT PROPOSALS 
CONCERNING REVENUE RECOGNITION
T h i s  c h a p t e r  i s  c o n c e r n e d  w i t h  t h e  e v a l u a t i o n  o f  s e l e c t e d
RECENT P ROPOSALS D E A L I N G  W I T H  THE R E C O G N I T I O N  OF R E V E N U E .  THE 
PROPOSALS UNDER S T U D Y  DO NOT EX HA U S T  RECENT L I T E R A T U R E  ON THE 
S U B J E C T  BUT T HE Y DO APPEAR TO COVER T HE I MP OR T A N T  AREAS OF 
CON T R O V E R S Y .
T h e  p r o p o s a l s  s e l e c t e d  f o r  e v a l u a t i o n  a r e : ( 1 )  A c c o u n t i n g
Re s e a r c h  S t u d y  No . 3 , ( 2 )  A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  C o m m i t t e e  
Re p o r t : T h e  Re a l i z a t i o n  C o n c e p t  a n d ,  ( 3 )  Ho r n g r e n ' s  M i d d l e  G r o u n d
A p p r o a c h .
A c c o u n t i n g  Re s e a r c h  S t u d y  N o . 3 ^
A c c o u n t i n g  R e s e a r c h  S t u d y  No . 3  a p p a r e n t l y  r e p r e s e n t s  a  
d e p a r t u r e ,  i n  p a r t  a t  l e a s t ,  f r o m  w h a t  a r e  p r e s e n t l y  c o n s i d e r e d  
" g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s . "  A c c o u n t i n g  R e s e a r c h  
S t u d y  N o . 3  a p p e a r s  t o  a d v o c a t e  p r i n c i p l e s  w h i c h  a r e  d e r i v e d  f r o m  a 
c o n c e p t  o f  i n c o m e  d e t e r m i n a t i o n  w h i c h  o r i g i n a t e d  i n  e c o n o m i c  t h e o r y .  
A s  a r e s u l t ,  s o m e  r e g a r d  t h i s  s t u d y  a s  a n  a t t e m p t  t o  b r i d g e  t h e  g a p
1 R o b e r t  T.  S p r o u s e  a n d  M a u r i c e  M o o n i t z ,  "A T e n t a t i v e  S e t  o f  
B r o a d  A c c o u n t i n g  P r i n c i p l e s  f o r  B u s i n e s s  E n t e r p r i s e s , "  A c c o u n t i n g  
R e s e a r c h  S t u d y  Wo.  3 , ( N e w  Y o r k :  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  
P u b l i c  A c c o u n t a n t s ,  1 9 6 2 ) ,  8 7  p p .
BETWEEN P RESE NT  A CC OU N T I N G  THEORY AND AN I N T E R N A L L Y  C O N S I S T E N T  THEORY
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OF INCOME D E T E R M I N A T I O N  BASED UPON THE E X P E C T A T I O N S  CONC E P T .
THE E X P E C T A T I O N S  CONCEPT I N D I C A T E S  T H A T  THE V A L U E  OF AN
A S S E T ,  NOT I T S  COST,  I S  OF P R I M A R Y  CONCERN.  To I N D I C A T E  THAT
A c c o u n t i n g  R e s e a r c h  S t u d y  No . 3  d r a w s  f r o m  t h e  e x p e c t a t i o n s  c o n c e p t ,
THREE QU O T A T I ON S  ARE P R E S E N T E D .  THERE A R E ,  OF COURSE,  OTHER S E C T I O N S  
OF THE S T UDY WHI CH I N D I C A T E  S I M I L A R  T H I N K I N G .
TO I N D I C A T E  T HA T  THE P R I M A R Y  F U N C T I O N  OF A C Q U I S I T I O N  COST I S  
TO MEASURE ECONOMI C V A L U E ,  SPROUSE AND MOON I T Z  QUOTE FROM W l L L I A M  A.
P a t o n  a s  f o l l o w s :
Co s t  i s  s i g n i f i c a n t  p r i m a r i l y  b e c a u s e  i t  a p p r o x i m a t e s  f a i r
V AL UE AT DATE OF A C Q U I S I T I O N .  COST I S  NOT OF B A S I C  I MPORTANCE 
BECAUSE I T  REPRESENT S AN AMOUNT P A I D ;  I T  I S  I MP OR T A N T  AS A 
MEASURE OF THE V A L UE  OF WHAT I S  A C Q U I R E D .  THUS,  I T  I S  R E A L L Y  
V AL UES T HA T  ARE THE B A S I C  DA T A  OF A C C O U N T I N G ,  AND COSTS ARE 
I MP ORTA NT  ONLY BECAUSE THEY ARE THE MOST DE P ENDA B L E  MEASURES 
OF I N I T I A L  VAL UES OF GOODS AND S E R V I C E S  FLOWI NG I N T O  THE 
E N T E R P R I S E  THOUGH O R D I N A R Y  MA RK E T  T R A N S A C T I O N S . 3
W i t h  r e s p e c t  t o  t h e  m e a s u r e m e n t  o f  a n  a s s e t ,  A c c o u n t i n g  Re s e a r c h  
S t u d y  No . 3  s t a t e s :
Be c a u s e  t h e  v a l u e  o f  a s s e t s ,  i n d e e d  t h e i r  e x i s t e n c e  d e p e n d s
UPON THE FUTURE ECONOMI C S E R V I C E S  THEY ARE CAPAB LE OF 
RE N DE RI NG  TO THE B U S I N E S S  E N T E R P R I S E ,  THE DOLL AR AMOUNTS 
I N D E N T I F I E D  W I T H  A S S E T S  SHOULD BE REL ATE D TO THOSE A N T I C I P A T E D  
B E N E F I T S .  I N  OTHER WORDS,  THE PROBLEM OF ME AS UR I N G ( P R I C I N G ,  
V A L U I N G )  AN ASSET I S  THE PROBLEM OF ME A S UR I N G  THE FUTURE 
S E R V I C E S  . . . . 4
On THE P O I N T  OF V A L U A T I O N  OF MONEY OR C L A I M S  TO MONEY SPROUSE AND
Mo o n i t z  s a y :
^R e x  B. C r u s e ,  J r . ,  a n d  E d w a r d  L .  S u m m e r s ,  " E c o n o m i c s ,
A c c o u n t i n g  P r a c t i c e  a n d  A c c o u n t i n g  R e s e a r c h  S t u d y ’ No.  3 , "  T h e  
A c c o u n t i n g  R e v i e w . XL ( J a n u a r y ,  1 9 6 5 ) ,  8 2 .
^ S p r o u s e  a n d  M o o n i t z ,  _op.  c i t . ,  p .  2 6 .
^ 1 b i d . ,  p .  2 3 .
As A G E NE RAL  R U L E ,  THE V A L U A T I O N  OF T HE SE  A S SE T S  SHOULD BE 
BASED ON THE AMOUNT OF CASH I N T O  WH I C H  T H E Y  W I L L  BE CO N V E R T E D ,
T H A T  I S ,  THE I R.  D I S C O U N T E D  F UT URE EXCHANGE P R I C E S . ^
I T  A P P E A R S ,  T H E R E F O R E ,  T H A T  THERE I S  A STRONG R E L I A N C E  ON THE
E X P E C T A T I O N S  CONCEPT BY A C C O U N T I N G  RESEARCH S T U D Y  No . 3 .  HOWEVER,
I T  ALSO AP P E A R S  T H A T  THE F O U N D A T I O N  OF A C C O U N T I N G  RESEARCH S T U D Y
NO. 3  DOES NOT R E L Y  ON THE E X P E C T A T I O N S  CONCEPT  I N  A L L  C A S E S .  FOR
E X A M P L E ,  W I T H  RE SP E CT  TO A S S ET S  OTHER THAN MONEY OR C L A I M S  TO MONEY
THE ST UDY S T A T E S :
T h e  C O N V E R S I O N  I N T O  CASH OF A S S E T S  OTHER THAN MONEY AND C L A I M S  
TO MONEY I S  U S U A L L Y  I N D I R E C T  AND T HERE F ORE  C H A R A C T E R I Z E D  BY 
MORE U N C E R T A I N T Y  THAN THE MONEY I T E M S .  As A CONSEQUENCE AND 
W I T H  SOME N OT AB L E  E X C E P T I O N S ,  T H E I R  V A L U A T I O N  I S BASED ON 
PA ST  OR P RE S E NT  RATHER THAN FUTURE EXCHANGE P R I C E S . ®
E v e n  t h o u g h  A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3  d o e s  n o t  p r o p o s e
A PURE E X P E C T A T I O N S  C O N C E P T ,  I T  D O E S ,  HOWEVER,  SEEM A P P A R E N T  FROM 
THE P R E C E D I N G  QUOTES T HA T  THERE ARE A P P R E C I A B L E  D E V I A T I O N S  FROM 
CURRENT A C C O U N T I N G  P R A C T I C E .  T H U S ,  I T  SEEMS A P P R O P R I A T E  AT T H I S  
P O I N T  TO MAKE SOME A T T E M P T  TO SHOW THESE D I V E R G E N T  O P I N I O N S .
I N  THE F O L L O WI N G  C O M P A R I S O N ,  CURRENT A C C O U N T I N G  THEORY I S  
R E PR E SE NT E D AS B E I N G  BASED UPON P A S T  EXCHANGE P R I C E S .  THERE ARE 
OTHER APPROACHES BUT T H I S  ONE AP PE A RS TO BE MORE D O M I N A N T .
A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3  i s  b a s e d  u p o n  c u r r e n t  e x c h a n g e  p r i c e s . 
T i m e  d i m e n s i o n  o f  p r o f i t . A c c o r d i n g  t o  S p r o u s e  a n d  Mo o n i t z :
. . . P R O F I T  I S  A T T R I B U T A B L E  TO THE WHOLE PROCESS OF B U S I N E S S
A C T I V I T Y ,  NOT J U S T  TO THE MOMENT OF S A L E ,  AND .. . . THAT
' R E A L I Z A T I O N  AT P O I N T  OF S A L E 1 W I L L  G I V E  S A T I S F A C T O R Y  RE S U L T S  
ONL Y  WHEN THE FLOW OF PRODUCT I S RE A S O N A B L Y  U N I F O R M . ^
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As A R E S U L T  OF THE P R E C E D I N G ,  SPROUSE AND MOON I T Z  CONCLUDE T H A T  THE
S A L E  B A S I S  OF REVENUE R E C O G N I T I O N  I S A S T A T I S T I C A L  G E N E R A L I Z A T I O N
8
WHI CH MAY OR MAY NOT Yll ELD S A T I S F A C T O R Y  R E S U L T S .
T h e  ADVOCAT ES OF C U R R E N T L Y  ACCEPTED A C C O U N T I N G  THEORY DO NOT 
DENY T HA T  P R O F I T  I S  A T T R I B U T A B L E  TO THE E N T I R E  B U S I N E S S  P R O C E S S .
On t h i s  p o i n t ,  P a t o n  a n d  L i t t l e t o n  s a y  t h a t  " .  . . r e v e n u e  i s
' E A R N E D *  D U R I N G  THE E N T I R E  PROCESS OF O P E R A T I O N  R E F L E C T E D  I N THE
g
A C C U M U L A T I O N  OF COSTS A S S I G N A B L E  TO P R O D U C T . "  HOWEVER,  T H E Y  GO
ON TO S A Y  T HA T  " R E V E N U E S  MAY BE S A I D  TO BE I M P L I C I T L Y  EARNED I N
TERMS OF O P E R A T I N G  A C T I V I T Y ,  BUT U S U A L L Y  THE AMOUNT R E M A I N S  U N C E R T A I N
U N T I L  THE PROCESS I S  COMPLETED AND THE PRODUCT T RANSF E RRE D TO THE 
.,10
CUSTOMER.
B a s e d  o n  t h e  p r e c e d i n g ,  a d v o c a t e s  o f  c u r r e n t  p r a c t i c e  c o n c l u d e
T HA T  THE P O I N T  OF S A L E ,  FOR MOST B U S I N E S S E S ,  I S  THE CAPSTONE OF 
A C T I V I T Y  TO WHI CH A L L  E F F ORT S  HAVE BEEN D I R E C T E D  AND T H A T  THE P O I N T  
OF S A L E  P R O V I D E S  THE MEANS FOR O B J E C T I V E  M E A S U R E M E N T .  W I T H  RE S PE CT  
TO T H I S  P A R T I C U L A R  P O I N T ,  A C C O U N T I N G  RESEA RCH S T U D Y  No. 3  S T A T E S :
Re v e n u e s  s h o u l d  b e  i d e n t i f i e d  w i t h  t h e  p e r i o d  d u r i n g  w h i c h  t h e
MAJ OR ECONOMI C A C T I V I T I E S  NE C E S SA RY  TO THE C R E A T I O N  AND D I S ­
P O S I T I O N  OF GOODS AND S E R V I C E S  HAVE BEEN A C C O M P L I S H E D ,  P RO V I D E D  
O B J E C T I V E  MEASUREMENT S OF THE RE S U L T S  OF THOSE ACT I V I T I E S  .ARE 
A V A I L A B L E . 11
I T  A P P E A R S ,  T H E R E F O R E ,  T H A T  THE D I F F E R I N G  O P I N I O N S  CENTER 
AROUND TWO C O NC E P T S :  ( l )  MAJ OR ECONOMI C A C T I V I T Y ,  AND ( 2 )
aL o c . C I T .
y W.  A. P a t o n  a n d  A.  C.  L i t t l e t o n ,  An I n t r o d u c t i o n  t o  C o r p o r a t e  
A c c o u n t i n g  S t a n d a r d s  ( N e w  Y o r k :  A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,
1 9 4 0 ) ,  p .  4 8 .
1 0 j j 3 j M D . ,  P .  4 9 .
U s p r o u s e  a n d  M o o n i t z ,  _o p . c i t . ,  p . 4 7 .
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o b j e c t i v i t y . Ob j e c t i v i t y  s e e m s  t o  b e  t h e  k e y  t o  t i m i n g  o f  r e v e n u e . 
Ob j e c t i v i t y . A c c o r d i n g  t o  P a t o n  a n d  L i t t l e t o n ,  o b j e c t i v e
MEANS " . . .  I MP E R S O N A L  AND E X T E R N A L  TO THE PERSON MOST CONCE RNE D,
1 2
I N  c o n t r a s t  w i t h  t h a t  p e r s o n ' s  u n s u p p o r t e d  o p i n i o n  o r  d e s i r e . "
T h i s  h a s  a p p a r e n t l y  l e d  t o  t h e  b e l i e f  b y  c u r r e n t  p r a c t i t i o n e r s  t h a t  
o b j e c t i v e  m e a s u r e m e n t  m u s t  c o m e  f r o m  t h e  e v i d e n c e  o b t a i n e d  a t  t h e  
p o i n t  o f  s a l e  i n  w h i c h  t h e  i t e m  i n  q u e s t i o n  i s  e x c h a n g e d  a n d  w h i c h  
i n v o l v e s  t h e  a c c o u n t i n g  u n i t  i n  q u e s t i o n  a n d  a  t h i r d  p a r t y .
S p r o u s e  a n d  M o o n i t z ,  h o w e v e r ,  d e f i n e  o b j e c t i v i t y  d i f f e r e n t l y . 
T h e y  u s e  t h e  d e f i n i t i o n  s e t  f o r t h  i n  A c c o u n t i n g  Re s e a r c h  S t u d y  N o . 1 
w h i c h  s t a t e s  t h a t  t h e  t e r m  o b j e c t i v e  m e a n s  " .  . . u n b i a s e d ;  s u b j e c t
1 3
t o  v e r i f i c a t i o n  b y  a n o t h e r  c o m p e t e n t  i n v e s t i g a t o r . "  T h u s ,  u s i n g
t h i s  d e f i n i t i o n  o f  o b j e c t i v i t y  S p r o u s e  a n d  M o o n i t z  r e c o m m e n d  t h a t
r e c o g n i t i o n  o f  r e v e n u e  d o e s  n o t  n e c e s s a r i l y  h a v e  t o  a w a i t  a  s a l e s
1 4
t r a n s a c t i o n  i n v o l v i n g  t h e  a c c o u n t i n g  e n t i t y  i n  q u e s t i o n .
D e f i n i t i o n s  o f  i n c o m e . B a s e d  o n  t h e  p r e c e d i n g  b e l i e f s ,  i t  i s
Q U I T E  N A T U R A L  T H A T  THE TWO D E F I N I T I O N S  OF O B J E C T I V I T Y  WOULD LEAD TO
D I F F E R E N T  d e f i n i t i o n s  o f  i n c o m e  a n d ,  a s  a  r e s u l t ,  t h e  r e v e n u e  c o m ­
p o n e n t  OF I N C O M E .
A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3  d e f i n e s  i n c o m e  a c c o r d i n g l y :
T h e  n e t  p r o f i t  ( e a r n i n g s ,  i n c o m e }  o f  a  b u s i n e s s  e n t e r p r i s e
D U R I N G  ANY G I V E N  P E R I O D  OF T I M E  I S  THE AMOUNT OF I N C R E A S E  I N
T ^ P a t o n  a n d  L i t t l e t o n ,  o p , c i t . ,  p . 1 9 .
1 3 m a u r i c e  M o o n i t z ,  " T h e  B a s i c  P o s t u l a t e s  o f  A c c o u n t i n g , "  
A c c o u n t i n g  R e s e a r c h  S t u d y  Mo . 1 ( N e w  Y o r k :  A m e r i c a n  I n s t i t u t e  o f  
C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  1 9 6 1 ) ,  p .  4 1 .
1 4 s p r o u s e  a n d  Mo o n i t z ,  _o p . c i t . ,  p . 4 7 .
THE OWNE R' S  E Q U I T Y ,  A S S U M I N G  NO CHANGES I N THE AMOUNT OF 
I N V E S T E D  C A P I T A L  D U R I N G  THE P E R I O D  E I T H E R  FROM P R I C E - L E V E L  
CHANGES OR FROM A D D I T I O N A L  I N V E S T M E N T S  AND NO D I S T R I B U T I O N S  
OF A NY  SORT TO THE O W N E R S . ^
TO A R R I V E  A T  T OT A L  I NCOME F O L L O WI N G  CURRENT P R A C T I C E  R E Q U I R E S
THREE P ROCE DURES :
( 1 )  Re c o g n i z e  r e v e n u e  o n  s a l e  or  e q u i v a l e n t  b a s i s .
( 2 )  Ma t c h  r e c o g n i z e d  c o s t s  t o  r e c o g n i z e d  r e v e n u e  on  
c o n v e n i e n t  ( i f  o f t e n  a r b i t r a r y  or  e x p e d i e n t )  b a s e s  o f  
a s s o c i a t i o n  ( f u n c t i o n s  o f  t i m e  a n d  s o u r c e ) .
( 3 )  Re c o g n i z e  n o n f i n a n c i a l  i n c o m e  on  t h e  b a s i s  o f  r e v e n u e s
AND COSTS M A T C H E D . ^
S i n c e  t h e  d e f i n i t i o n  o f  A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3  i s  a n
E Q U I T Y - C H A N G E  A P P R O A C H ,  FOUR RESOURCE V AL UE CHANGES ARE TO BE 
ACCOUNTED FOR:  ( l )  THOSE T HA T  R E S U L T  FROM S A L E ,  THOSE T H A T  RE S U L T
FROM T R A N S F E R ,  AND THOSE W H I C H  CAN BE MEASURED BY NET R E A L I Z A B L E  
V A L U E ;  ( 2 )  CHANGES I N  THE P U R C H A S I N G  POWER OF THE D O L L A R ;  ( 3 )  CHANGES 
I N  RE P L A CE ME N T  C O S T S ,  AND ( 4 )  OTHER CHANGES SUCH AS A C C R E T I O N  OR
17
D I S C O V E R Y .
A d v o c a t e s  o f  c u r r e n t  p r a c t i c e ,  h o w e v e r ,  r e c o m m e n d  r e c o g n i z i n g
ONLY THOSE RESOURCE CHANGES R E S U L T I N G  FROM S A L E ,  OTHER T R A N S F E R S ,
AND A C C R E T I O N  OR D I S C O V E R Y .  THE OTHER RESOURCE CHANGES ( CHA NGE S  I N
THE D O L L A R ,  THOSE T HA T  HAVE A NET R E A L I Z A B L E  V A L U E ,  AND CHANGES I N
RE P L A CE ME N T  C O S T S )  DO NOT R E S U L T  FROM T R A N S A C T I O N S  I N V O L V I N G  THE
E N T I T Y  I N  Q U E S T I O N  AND,  AS A R E S U L T ,  ARE NOT ACCOUNTED FOR I N  
1 8
CURRENT P R A C T I C E .
V a l u a t i o n  o f  a s s e t s . A n o t h e r  s i g n i f i c a n t  d i f f e r e n c e  b e t w e e n
^ S p r o u s e  a n d  Mo o n i t z ,  .o p . c  i t . . p .  4 5 .  
^ ® C r u s e  a n d  S u m m e r s ,  _o p . c i t . , p .  8 5 .  
I ^ S p r o u s e  a n d  Mo o n i t z ,  .o p . c i t . , p .  5 5 .  
^ C r u s e  a n d  S u m m e r s ,  .o p . c i t . . p .  8 6 .
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THE TWO T H E O R I E S  CENTERS AROUND THE V A L U A T I O N  OF A S S E T S .  FOR COM­
P A R A T I V E  P UR P OS E S ,  A S S E T S  ARE C A T E G O R I Z E D  I N T O  Q U I C K  A S S E T S  ( l . E . ,  
CA S H ,  M A R K E T A B L E  S E C U R I T I E S ,  AND RECEI  V A B L E S ) ,  I N V E N T O R I E S ,  F I X E D  
A S S E T S ,  L A N D ,  AND I N T A N G I B L E S .  C A S H ,  A C C OR D I N G  TO BOTH SCHOOLS OF 
T HOUGHT ,  I S  MEASURED BY COUNT AND S U M M A T I O N .
ON THE OTHER HAND,  R E C E I V A B L E S  ARE NOT VA L UE D I N  THE SAME
m a n n e r . A c c o r d i n g  t o  A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3 . , t h e  v a l u e  o f
THESE A S S E T S  WOULD BE I D E A L L Y  MEASURED . . BY THE PRES E NT
( D I S C O U N T E D )  V A L UE  OF THE FUTURE CASH R E C E I P T S  TO BE D E R I V E D  FROM 
T H E M . " ^ 9  AS A MEANS OF A S C E R T A I N I N G  P R E S E N T  V A L U E ,  SPROUSE AND
M o o n i t z  s u g g e s t  u s i n g  t h e  m a r k e t  r a t e  o f  i n t e r e s t  p r e v a i l i n g  a t  t h e
2 0  u p  i i
d a t e  t h e  r e c e i v a b l e  i s  a c q u i r e d . Ho w e v e r ,  S p r o u s e  a n d  M o o n i t z
i n d i c a t e  t h a t  i n  t h e  c a s e  o f  s h o r t - t e r m  r e c e i v a b l e s  p r e s e n t  v a l u e  
21
m a y  b e  i g n o r e d .
W i t h  r e s p e c t  t o  r e c e i v a b l e s ,  c u r r e n t  p r a c t i c e  d o e s  n o t  r e c o m h :
m e n d  v a l u a t i o n  b a s e d  o n  p r e s e n t  v a l u e  c o n c e p t s . C u r r e n t  p r a c t i c e
r e c o m m e n d s  t h a t  r e c e i v a b l e s  b e  c a r r i e d  a t  a n  a m o u n t  e q u a l  t o  c a s h
22 _
e s t i m a t e d  a s  r e a l i z a b l e . T h i s  i s  a c c o m p l i s h e d  b y  r e d u c i n g  t h e
FACE V A L U E  OF THE R E C E I V A B L E S  FOR E S T I M A T E D  U N C O L L E C T I B L E  A C C O U N T S . '
I n  v a l u i n g  m a r k e t a b l e  s e c u r i t i e s ,  S p r o u s e  a n d  M o o n i t z
‘ ^ S p r o u s e  a n d  M o o n i t z ,  _o p . c i t . . p .  8 4 .
2 0 | - o c .  c i t .
^ S p r o u s e  a n d  Mo o n i t z ,  _o p . c i t . , p .  2 5 .
2 2 A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  
A c c o u n t i n g  R e s e a r c h  a n d  T e r m i n o l o g y  B u l l e t i n s . F i n a l  E d i t i o n  
( N e w  Y o r k :  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,
1 9 6 1 ) ,  p .  2 3  o f  R e s e a r c h  B u l l e t i n s .
2 2 L o c . c I T .
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RECOMMEND THE USE OF A CURRENT MARKE T  P R I C E .  T H E Y  SUGGEST T HA T
T H I S  PROCEDURE SHOULD BE USED REGARDL E S S OF WHETHER CURRENT MA RK ET  
P R I C E  I S  ABOVE OR BELOW A C Q U I S I T I O N  COST BECAUSE I T  RE P RES E NT S  
. . O B J E C T I V E  I N F O R M A T I O N  W I T H  R E S P E C T  TO THE AMOUNT OF CASH
. . 2 5
I NT O WHI CH THE S E C U R I T I E S  MAY BE C O N V E R T E D .
I N  CONT RA ST  TO THE A B OV E ,  G E N E R A L L Y  ACCEPTED A C C O U N T I N G
P R I N C I P L E S  RECOMMEND T H A T  M A R K E T A B L E  S E C U R I T I E S  BE V A L UE D AT  COST
2 6  .
OR MA RK E T ,  WH I C H E V E R  I S  LOWER.  COST OR MARKET W H I C H E V E R  I S  LOWER,
I S A P P A R E N T L Y  A MORE C O N S E R V A T I V E  APPROACH WHI CH AROSE FROM THE 
D E S I R E  TO PREPARE F I N A N C I A L  S T A T E M E N T S  P R I M A R I L Y  FOR COMMERC I A L
2 7
C R E D I T  P UR P OS E S .
W i t h  r e s p e c t  t o  i n v e n t o r y  v a l u a t i o n ,  t w o  r e c o m m e n d a t i o n s  a r e  
m a d e  i n  A c c o u n t i n g  R e s e a r c h  S t u d y  N o . 3 . I n  t h e  c a s e  o f  c e r t a i n
PRODUCTS I T  I S  RECOMMENDED T H A T :
. . . I N V E N T O R I E S  WHI CH ARE R E A D I L Y  S A L A B L E  AT KNOWN P R I C E S
W I T H  N E G L I G I B L E  COSTS OF D I S P O S A L ,  OR W I T H  KNOWN OR R E A D I L Y  
P R E D I C T A B L E  COSTS OF D I S P O S A L ,  SHOULD BE MEASURED AT NET 
R E A L I Z A B L E  V AL UE ( l . E . ,  A N T I C I P A T E D  S A L E S  PROCEEDS LESS COSTS 
OF C O M P L E T I O N  AND D I S P O S A L ) .  T HESE C O N D I T I O N S  ARE MOST L I K E L Y  
TO E X I S T  I N  THE CASES OF C E R T A I N  A G R I C U L T U R A L  PRODUCTS AND THE 
PRODUCTS OF C E R T A I N  E X T R A C T I V E  I N D U S T R I E S . 2 6
T h e  J U S T I F I C A T I O N  FOR T H I S  APPROACH I S  THAT " T H I S  PROCEDURE
W I L L  HAVE THE RE S U L T  OF A S S I G N I N G  MOST I F  NOT A L L  OF THE CHANGE I N
RESOURCES AND THE R E L A T E D  P R O F I T  OR LOSS TO THE P E R I O D  OF P R O D U C T I O N
2 9
( o r  OTHER a c t i v i t y ) WHEN THE A C T U A L  E F F O R T  WAS M A D E . "
" 2 7 s  p r o u s e  a n d  Mo o n i t z ,  l o c . c i t .
2 ^ I b i d . ,  p . 2 5 .
2 6 a m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  l o c . c i t . 
2 ? p a t o n  a n d  L i t t l e t o n ,  .o p . c i t . .  p .  1 2 6 .
26 s p r o u s e  a n d  Mo o n i t z ,  _o p . c i t . . p .  2 7 .
29l o c . c i t .
T h e r e  a p p e a r s  t o  b e  n o  p r o c e d u r a l  d i s a g r e e m e n t  w i t h  t h e  p r e ­
c e d i n g  APPROACH I N CURRENT P R A C T I C E .  A C C O R D I N G  TO THE A M E R I C A N
I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s :
I t  i s  g e n e r a l l y  r e c o g n i z e d  t h a t  i n c o m e  a c c r u e s  o n l y  a t  t h e  t i m e  
o f  s a l e ,  a n d  t h a t  g a i n s  m a y  n o t  b e  a n t i c i p a t e d  b y  r e f l e c t i n g  
a s s e t s  a t  t h e i r  c u r r e n t  s a l e s  p r i c e s . F o r  c e r t a i n  a r t i c l e s ,  
h o w e v e r ,  e x c e p t i o n s  a r e  p e r m i s s i b l e . I n v e n t o r i e s  o f  g o l d  a n d
S I L V E R ,  WHEN THERE I S AN E F F E C T I V E  G O V E R N M E N T - C O N T R O L L E D  
MARKET AT A F I X E D  MONET ARY V A L U E ,  ARE O R D I N A R I L Y  R E F L E C T E D  AT 
S E L L I N G  P R I C E S .  A  S I M I L A R  T R E A T M E N T  I S NOT UNCOMMON FOR 
I N V E N T O R I E S  R E P R E S E N T I N G  A G R I C U L T U R A L ,  M I N E R A L ,  AND OTHER 
PRODUCT S,  U N I T S  OF WHI CH ARE I N T E R C H A N G E A B L E  AND HAVE AN 
I M M E D I A T E  M A R K E T A B I L I T Y  A T  QUOTED P R I C E S  AND FOR WHI CH 
A P P R O P R I A T E  COSTS MAY BE D I F F I C U L T  TO O B T A I N .  WHERE SUCH 
I N V E N T O R I E S  ARE S T AT ED AT S A L E S  P R I C E S ,  T H E Y  SHOULD OF COURSE 
BE REDUCED BY E X P E N D I T U R E S  TO BE I NCURRED I N D I S P O S A L  . . . .
E v e n  t h o u g h  t h e r e  i s  n o  p r o c e d u r a l  d i f f e r e n c e  b e t w e e n  t h e  t w o
A P P R O A C H E S ,  THERE A PPEARS TO BE A S U B S T A N T I V E  D I F F E R E N C E .  SPROUSE
a n d  Mo o n i t z  i n d i c a t e  t h a t  t h e  p r o d u c t i o n  b a s i s  i s  t h e  i d e a l  b u t
T H A T  I T  CAN ONLY BE USED I N L I M I T E D  C A S E S ;  WHEREAS THE ADVOCA T E S  OF 
CURRENT P R A C T I C E  I N D I C A T E  T H A T  THE S A L E  B A S I S  I S  I D E A L  BUT I T  MUST
31
BE M O D I F I E D  I N C E R T A I N  C A S E S .
I N MOST C A S E S ,  HOWEVER,  NET R E A L I Z A B L E  V A L U E  W I L L  NOT Y I E L D  
S A T I S F A C T O R Y  RE S U L T S  AS AN I N V E N T O R Y  V A L U A T I O N  MET HOD.  THE REASON
I S  T HA T  MOST PRODUCTS DO NOT HAVE THE C H A R A C T E R I S T I C  OF I N T E R ­
C H A N G E A B I L I T Y  OR P R E D I C T A B L E  COSTS OF D I S P O S A L ,  NOR I S  THE AMOUNT 
WHI CH CAN BE SOLD R E A D I L Y  D E T E R M I N A B L E .
AS A R E S U L T ,  I N  ORDER TO V A L U E  THE G R E A T E S T  M A J O R I T Y  OF 
I N V E N T O R I E S ,  SPROUSE AND MOON I T Z  RECOMMEND THE USE OF REP L ACEME NT
^ A M E  RI  CAN I N S T I T U T E  OF C E R T I F I E D  P U B L I C  A C C O U N T A N T S ,
O P . C I T , ,  P . 3 4 .
3 1 p a t o n  AN0  L i t t l e t o n ,  _o p .  c i t . , p .  5 1 .
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c o s t . T h i s  a p p r o a c h  i s  r e c o m m e n d e d  w h e t h e r  r e p l a c e m e n t  c o s t  i s
ABOVE OR BELOW A C Q U I S I T I O N  C O S T .  RE P L A CE ME N T  COST I S D E F I N E D  AS 
T H A T  E X P E N D I T U R E  WHI CH WOULD HAVE TO BE MADE I N  THE O R D I N A R Y  COURSE 
OF B U S I N E S S  A C T I V I T Y  I N  ORDER TO PROCURE CORRES P ONDI NG U T I L I T Y  ON
3 3
THE DATE I N  Q U E S T I O N .
T h e  r a t i o n a l e  f o r  t h i s  a p p r o a c h  i s  a p p a r e n t l y  b a s e d  o n  t h e  
f o l l o w i n g : ( 1 )  t h e  p r e s u m p t i o n  t h a t  r e p l a c e m e n t  c o s t  r e p r e s e n t s
AT L E A S T  THE M I N I M U M  U T I L I T Y  OF THE GOODS ON T H A T  DATE TO THE F I R M  
I N  Q U E S T I O N ,  AND ( 2 )  THE B E L I E F  T HA T  T H I S  APPROACH P R O V I D E S  A 
C L E A N - C U T  D I S T I N C T I O N  I N  THE ACCOUNTS BETWEEN H O L D I N G  AN I TEM
THROUGH A P R I C E  R I S E  OR F A L L  AND P R O F I T  FROM NORMAL O P E R A T I N G
3 4
ACT I V I T Y .
I n CONT RAST  TO T H I S  P O S I T I O N ,  CURRENT P R A C T I C E  DOES NOT USE  
RE P L A CE ME N T  COST AS E X T E N S I V E L Y .  A C C O R D I N G  TO O F F I C I A L  PRONOUNCE­
MENTS o f  t h e  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,
" T he p r i m a r y  b a s i s  o f  a c c o u n t i n g  f o r  i n v e n t o r i e s  i s  c o s t ,  w h i c h  h a s
BEEN D E F I N E D  G E N E R A L L Y  AS THE P R I C E  P A I D  OR C O N S I D E R A T I O N  G I V E N  TO
. , 3 5
A C Q U I R E  AN A S S E T .
T h e  A m e r i c a n  I n s t i t u t e ,  h o w e v e r ,  g o e s  o n  t o  s a y  t h a t  i n  s o m e
S I T U A T I O N S  R E PL A CEME N T  COST { D E F I N E D  THE SAME WAY AS. I N  A C C O U N T I N G
R e s e a r c h  S t u d y  No . 3 )  s h o u l d  b e  u s e d  b u t  o n l y  i n  a  d o w n w a r d  d i r e c t i o n . 
T h a t  i s ,  t h e  l o w e r  o f  c o s t  o r  m a r k e t  r u l e  s h o u l d  b e  a p p l i e d  t o  v a l u e
p r o u s e  a n d  M o o n i t z ,  _o p . c i t . , p . 2 9 .
3 3 s p r o u s e  a n d  M o o n i t z ,  _o p . c i t . . p . 3 0 .
3 4 | b i d . ,  p .  2 9 .
3 ^ A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  
o p . c i t . . p .  2 8 .
I N V E N T O R Y  WHEN MARKET ( R E P L A C E M E N T  C O S T )  I S LOWER AT V A L U A T I O N  DATE  
THAN C O S T S .  T h e  I N S T I T U T E ' S  RE A S O N I N G  I S  AS F OL L OWS:
A l t h o u g h  t h e  c o s t  b a s i s  o r d i n a r i l y  a c h i e v e s  t h e  o b j e c t i v e  o f
A PROPER M A T C H I N G  OF COSTS AND RE V E N U E ,  UNDER C E R T A I N  C I R ­
CUMSTANCES COST MAY NOT BE THE AMOUNT PRO P E RL Y  CHA RGE AB L E  
A G A I N S T  THE REVENUES OF FUTURE P E R I O D S .  A DE PARTURE FROM COST 
I S  RE Q U I R E D  I N  T HESE C I R C U M S T A N C E S  BECAUSE COST I S  S A T I S F A C T O R Y  
ONLY I F  THE U T I L I T Y  OF THE GOODS HAS NOT D I M I N I S H E D  S I N C E  T H E I R  
A C Q U I S I T I O N ;  A LOSS OF U T I L I T Y  I S  TO BE R E F L E C T E D AS A CHARGE 
A G A I N S T  THE REVENUES OF THE P E R I O D  I N  WHI CH I T  OCCURS . . . .
T h i s  p r o v i d e s  a  p r a c t i c a l  m e a n s  o f  m e a s u r i n g  u t i l i t y  a n d
T H E R E B Y  D E T E R M I N I N G  THE AMOUNT OF THE LOSS TO BE RE C OG N I Z E D  
AND ACCOUNTED FOR I N  THE CURRENT P E R I O D . 3 6
I T  SEEMS A P P A R E NT  FROM THE P R E C E D I N G , T H A T  THE O NL Y  D I F F E R E N C E
BETWEEN CURRENT P R A C T I C E  AND THE RECOMMENDAT I ONS OF SPROUSE AND
M o o n i t z  w i t h  r e s p e c t  t o  i n v e n t o r y  v a l u a t i o n  i s  t h a t  S p r o u s e  a n d  
M o o n i t z  r e c o m m e n d  t h e  u s e  o f  r e p l a c e m e n t  c o s t  i n  t h o s e  c a s e s  w h e r e  
r e p l a c e m e n t  c o s t  i s  a b o v e  a c q u i s i t i o n  c o s t .
W i t h  r e g a r d  t o  t h e  t h i r d  c a t e g o r y  o f  a s s e t s ,  f i x e d  a s s e t s ,
D I F F E R E N C E S  A G A I N  A R I S E  BETWEEN THE TWO SCHOOLS OF T HOUGHT .
A c c o r d i n g  t o  A c c o u n t i n g  R e s e a r c h  S t u d y  No . 3 . f i x e d  a s s e t s  a r e  t h o s e
T A N G I B L E  A S S E T S  " .  . . H A V I N G  L I M I T E D  US E F UL  L I F E  AND HELD BY THE
B U S I N E S S  E N T E R P R I S E  FOR THE PURPOSE OF F A C I L I T A T I N G  THE C R E A T I O N
i . 3 7
AND D I S T R I B U T I O N  OF GOODS AND S E R V I C E S .
F i x e d  a s s e t s ,  t h e r e f o r e ,  a r e  v a l u a b l e  t o  a  b u s i n e s s  e n t e r p r i s e
BECAUSE T HEY ARE C A P A B L E  OF P R O V I D I N G  FUTURE S E R V I C E S ,  SUCH AS SPACE  
I N  THE CASE OF A B U I L D I N G .  I N  OTHER WORDS,  F I X E D  A S S E T S  ARE A C Q U I R E D  
FOR THE PURPOSE OF G E N E R A T I N G  R E V E N U E .  I f  F I X E D  A S S E T S  LOSE THE  
A B I L I T Y  TO P R O V I D E  FUTURE S E R V I C E S  T H E Y  SHOULD BE REMOVED FROM THE
3 6 [ b I D . .  p . 3 0 .
3 / S p r o u s e  a n d  M o o n i t z ,  _o p . c i t . , p .  3 2 .
a c c o u n t s .  D e t e r m i n i n g  t h e  v a l u e  o f  t h e s e  p o t e n t i a l  s e r v i c e s  i s  
w h e r e  A c c o u n t i n g  R e s e a r c h  S t u d y  No . 3  d e v i a t e s  f r o m  c u r r e n t  p r a c t i c e  
S p r o u s e  a n d  M o o n i t z  - f e e l  t h a t  a  f i x e d  a s s e t ' s  f u t u r e  s e r v i c e s  s h o u l d
BE V A L UE D A T  i t s  P RE S E NT  V A L U E .  HOWEVER,  BECAUSE OF P R A C T I C A L  
D I F F I C U L T I E S  T H E Y  RECOMMEND THE USE OF RE P L A C E M E N T  COST TO REVAL UE
38  .
F I X E D  A S S E T S  P E R I O D I C A L L Y .  A s  A R E S U L T ,  F I X E D  A S S E T S  WOULD
I N I T I A L L Y  BE RECORDED AT A C Q U I S I T I O N  COST AND P E R I O D I C A L L Y  ( S P R O U S E
a n d  Mo o n i t z  s u g g e s t  e v e r y  f i v e  y e a r s )  r e s t a t e d  u s i n g  r e p l a c e m e n t
C O S T .
I n  c u r r e n t  p r a c t i c e  f i x e d  A S S E T S  a r e  d e f i n e d  a s  t h e y  a r e  i n
39
A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3 . C u r r e n t  p r a c t i c e  a l s o  s u b s c r i b e s
t o  THE CONCEPT  T HA T  F I X E D  A S S E T S  ARE V A L U A B L E  BECAUSE T HEY POSSESS
4 0  „
P O T E N T I A L  FUTURE S E R V I C E S .  HOWEVER,  CURRENT P R A C T I C E  C O N S I D E R S
A F I X E D  A S S E T  AS RE C OGNI Z E D COSTS NOT YET  M A T CHE D ,  BUT E X PE CTED TO
41
BE MATCHED A G A I N S T  REVENUE I N THE F U T U R E .  T H E R E F O R E ,  A F I X E D
A S S E T ' S  P O T E N T I A L  S E R V I C E S  ARE VAL UED A T  T H E I R  O R I G I N A L  COSTS AND 
NOT AT  T H E I R  RE P L A C E M E N T  C O S T S .
T h e  a p p a r e n t  r e a s o n  f o r  t h i s  a p p r o a c h  i n  c u r r e n t  p r a c t i c e  i s
BASED ON THE A S S U M P T I O N  THAT THE S E R V I C E S  OF A F I X E D  A S S E T  ARE 
A C Q U I R E D  TO BE CONSUMED AND,  T H U S ,  NOT TO BE SOLD AS S T O C K - I N - T R A D E .  
A SECOND REASON I S  T H A T , I T  I S ASSUMED T H A T  MOST F I X E D  A S S E T S  ARE 
H I G H L Y  S P E C I F I C  A ND,  AS A R E S U L T ,  DO NOT HAVE A CURRENT MARKET
^ I B I D . .  P .  3 4
3 ^ A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  .o p . c i t . 
p . 11 o f  T e r m i n o l o g y  B u l l e t i n s .
^ O p a t o n  a n d  L i t t l e t o n ,  _o p . c i t . , p .  1 4 .
4 1 C r u s e  a n d  S u m m e r s ,  j o p . c i t . , p .  8 5 .
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P R I C E .
S p r o u s e  a n d  Mo o n i t z ,  h o w e v e r ,  j u s t i f y  t h e i r  r e c o m m e n d e d  u s e  o f
RE P L A CE ME NT  COSTS BECAUSE T HEY  F E E L  T H A T :
T o  C O N T I N U E  . TO CARRY THESE A S S E T S  A T  A C Q U I S I T I O N  COST HAS THE 
U N A V O I D A B L E  CONSEQUENCE . . .  OF C O M B I N I N G  ( a )  THE G A I N S  
( L O S S E S )  A T T R I B U T A B L E  TO CHANGES I N P R I C E S  BETWEEN A C Q U I S I T I O N  
AND USAGE W I T H  ( b )  THE G A I N S  ( l o s s e s )  A T T R I B U T A B L E  TO O P E R A T I O N S  
I N  A CU RRENT  M A R K E T . 4 3
L a n d . I n t h e  c a s e  o f  t h e  a s s e t  l a n d ,  S p r o u s e  a n d  M o o n i t z  a n d
CURRENT  P R A C T I C E  TAKE THE SAME R E S P E C T I V E  P O S I T I O N S  T H E Y  D I D  I N  THE 
CASE OF F I X E D  A S S E T S .  T H A T  I S ,  SPROUSE AND M O O N I T Z  RECOMMEND THE 
USE OF RE P L A C E M E N T  COSTS TO R E S T A T E  THE V A L U E  OF LAND P E R I O D I C A L L Y ,  
AND CURRENT P R A C T I C E  RECOMMENDS T HA T  LAND R E M A I N  I N  THE ACCOUNTS AT
4 4
A C Q U I S I T I O N  C O S T S .
I N T A N G I B L E S . THERE APPEARS TO BE NO D E V I A T I O N . O F  O P I N I O N  
CO NC E RNI NG  THE H A N D L I N G  OF I N T A N G I B L E S .  BOTH A C C O U N T I N G  RESEARCH
S t u d y  No . 3  a n d  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  r e c o m m e n d
4 5
a d h e r i n g  t o  a c q u i s i t i o n  c o s t s  i n  t h e  a c c o u n t s .
F r o m  t h e  p r e c e d i n g  a n a l y s i s  o f  a s s e t s  i t  a p p e a r s  t h a t  t h e
CONT ROV E RS Y CE NTE RS  AROUND WHETHER R E PL A CEME N T  COSTS OR A C Q U I S I T I O N  
COSTS SHOULD BE USED TO V AL UE A L L  A S S E T S  OTHER THAN C L A I M S  TO MONEY.  
I N  THE CASE OF C L A I M S  TO MONEY THE Q U E S T I O N  I S  WHETHER PRE S E NT  VAL UE 
OR FACE V A L U E  SHOULD BE US ED.
T h e  T I M E  D I M E N S I O N  OF P R O F I T ,  O B J E C T I V I T Y ,  CONCEPT OF I NCOME,  
AND V A L U A T I O N  OF A S S E T S  A P P EA R TO BE THE MAJ OR AREAS WHERE ii .
p r o u s e  a n d  M o o n i t z ,  _o p . c i t . , p .  3 3 .
4 3 ] _ o c .  c i t .
44-Cr u s e  a n d  S u m m e r s ,  o p . c i t . .  p .  8 5 .
4 5 s p r o u s e  a n d  M o o n i t z ,  _o p . c  i t . . p .  3 6 .
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A c c o u n t i n g  R e s e a r c h  S t u d y  No . 3  a n d  c u r r e n t  p r a c t i c e  d i f f e r .  Now
T HA T  T HESE HAVE BEEN P R E S E N T E D ,  I T  SEEMS T HA T  THE NEXT L O G I C A L  S T E P  
I N  T H I S  A N A L Y S I S  SHOULD BE TO COMPARE A C C O U N T I N G  RESEARCH S T U D Y  
No.  3  W I T H  THE ST A NDARDS FOR REVENUE R E C O G N I T I O N  PROPOSED I N  C H A P T E R  
i I  OF T H I S  S T U D Y .
S i n c e  t h e  o n l y  c o n c e r n  o f  t h e  s t a n d a r d s  p r o p o s e d  i n  C h a p t e r
I I  I S  RE V E N U E ,  I T  AP PE A RS T H A T  THE ONLY R E L E V A N T  PA RT  OF A C C O U N T I N G
R e s e a r c h  S t u d y  No. 3  is  t h a t  s e c t i o n  w h i c h  d e a l s  w i t h  a c c o u n t i n g
FOR RESOURCE CHANGES R E S U L T I N G  FROM S A L E ,  OTHER T R A N S F E R ,  OR RECOG­
N I T I O N  OF NET R E A L I Z A B L E  V A L U E .  THE USE OF RE PL A CEME N T  COSTS TO 
RE S T A T E  A S S E T S  AND THUS R E C O G N I Z E  I NCOME I S  NOT C O N S I D E R E D  R E L E V E N T  
BECAUSE I T  I S  A COST METHOD AND NOT A REVENUE R E C O G N I T I O N  MET HOD.
Wh e n  d i s c u s s i n g  t h e  u s e  o f  r e p l a c e m e n t  c o s t s  S p r o u s e  a n d  M o o n i t z  
s a y  t h a t  " T h i s  m e t h o d  i s  s t i l l  a  c o s t  m e t h o d ;  a n  a s s e t  p r i c e d  o n
» 1 6
T H I S  B A S I S  I S  B E I N G  T REAT ED AS A COST FACTOR A W A I T I N G  D I S P O S I T I O N .
I N  THE CASE OF S A L E  AND ' OTHER T RA N S F E R  THERE A PPEARS TO BE NO
C O N F L I C T  W I T H  THE REVENUE ST ANDARD P R OPOSE D.  BOTH SPROUSE AND
Mo o n i t z  a n d  t h e  r e v e n u e  r e c o g n i t i o n  s t a n d a r d s  p r o p o s e d  i n  t h i s  
s t u d y  r e c o m m e n d  t h a t  t h e s e  t r a n s a c t i o n s  s i g n a l  t h e  r e c o g n i t i o n  o f
R E V E N U E .
T h e r e f o r e ,  t h e  o n l y  a p p a r e n t  c o n f l i c t  a p p e a r s  t o  c e n t e r  a r o u n d
THE USE OF NET R E A L I Z A B L E  V A L U E  FOR I N V E N T O R I E S . .  A C C O R D I N G  TO
A c c o u n t i n g  Re s e a r c h  S t u d y  N o . 3 :
. . . I N V E N T O R I E S  WHI CH ARE R E A D I L Y  S A L A B L E  AT KNOWN P R I C E S
W I T H  N E G L I G I B L E  COSTS OF D I S P O S A L ,  OR W I T H  KNOWN OR R E A D I L Y
^ I B I D . ,  P .  5 6 .
P R E D I C T A B L E  COSTS OF D I S P O S A L ,  SHOULD BE MEASURED AT NET 
R E A L I Z A B L E  V A L U E  ( l . E . ,  A N T I C I P A T E D  S A L E S  PROCEEDS L ES S COST 
OF C O M P L E T I O N  AND D I S P O S A L ) .  T HESE C O N D I T I O N S  ARE MOST L I K E L Y  
TO E X I S T  I N  THE CASES OF C E R T A I N  A G R I C U L T U R A L  PRODUCTS AND THE 
PRODUCTS OF C E R T A I N  E X T R A C T I V E  I N D U S T R I E S .  C O T T O N ,  WHEAT,
CORN,  O A T S ,  R Y E ,  SOY B E A N S ,  B A R L E Y ,  RAW SUGAR,  COF F E E B E A N S ,
G OL D ,  S I L V E R ,  CO P P E R ,  AND CRUDE O I L  ARE BUT A FEW OF THE
A 7PRODUCTS WHI CH ARE A L R E A D Y  ACCOUNTED FOR I N  T H I S  M A N N E R . ^
T h e  P R E C E D I N G  APPEARS TO BE AN OUTGROWTH OF AN ADHERENCE TO 
THE P O S T U L A T E  ON O B J E C T I V I T Y  S T A T E D  I N  A C C O U N T I N G  RESEA RCH S T U D Y
No. 1 . A r r a n g e d  i n  p o s i t i v e  f o r m  t h i s  p o s t u l a t e  s t a t e s  t h a t :
. . . CHANGES i n  A S S E T S  . . . SHOULD BE G I V E N  FORMAL R E C O G N I T I O N
I N  THE ACCOUNTS A T  THE E A R L I E S T  P O I N T  OF T I M E  AT  WHI CH T H E Y  CAN 
BE MEASURED I N  O B J E C T I V E  T E R MS .
F o l l o w i n g  t h e  p r e c e d i n g  a p p r o a c h  a p p e a r s  t o  p l a c e  a  s t r o n g
R E L I A N C E  ON THE USE OF I N D U C T I V E  R E A S O N I N G .  I N D U C T I O N  I S AN A T T E M P T  
TO T AKE ONE OR MORE TRUE S T A T E M E N T S  OF F A CT  AND RE L A T E  THEM I N  SUCH
A MANNER AS TO PRODUCE A P R E D I C T I O N ;  T HA T  I S ,  A H Y P O T H E S I S  ABOUT
F A CT  WHI CH HAS NOT BEEN V E R I F I E D .  THE DEV E L OP MENT  OF A H Y P O T H E S I S  
CAN BE DONE I N  E I T H E R  OR BOTH OF TWO WAYS.  ONE APPROACH I S  TO
I NDUCE A P R E D I C T I O N  T HA T  CAN BE V E R I F I E D  I N THE F U T U R E ,  A S P E C I F I C
p r e d i c t i o n . A n o t h e r  a p p r o a c h  i s  t o  p r o d u c e - a  m o r e  g e n e r a l  p r e d i c t i o n
WHI CH CANNOT BE V E R I F I E D  I N I T S E L F ,  BUT ONE WHI CH S E RV E S  AS THE NAME 
FOR A GROUP OF S T A T E M E N T S  OF F A CT  WHI CH CAN BE V E R I F I E D  I N THE
4 9
F U T U R E .
F o r  e x a m p l e ,  i t  i s  a  t r u e  s t a t e m e n t  o f  f a c t  t o  s a y  t h a t  a  
De m o c r a t  w o n  t h e  p r e s i d e n c y  i n  1 9 6 4 .  I t  is  a  t r u e  s t a t e m e n t  o f
4 ^ 1 b i d . .  p . 2 7 .
4 8 Mo o n I T Z ,  O P .  C I T . . P .  41 .
4 9 d a v i d  K. B e r l o ,  T h e  P r o c e s s  o f  C o m m u n i c a t i o n  ( N e w  Yo r k :  
Ho l t ,  R i n e h a r t  a n d  W i n s t o n ,  I n c . ,  1 9 6 0 ) ,  p .  2 5 0 .
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F A CT  TO SA Y  T HA T  A DEMOCRAT WON THE P R E S I D E N C Y  I N 1 9 6 0 ,  1 9 4 8 ,  1 9 4 4 ,  
1 9 4 0 ,  1 9 3 6 ,  a n d  1 9 3 2 .  F r o m  t h e s e  s t a t e m e n t s  o f  f a c t ,  t h r o u g h  t h e
USE OF P R I N C I P L E S  OF I N D U C T I O N ,  AN I N F E R E N C E  CAN BE M A D E :  A
D e m o c r a t  w i l l  w i n  t h e  p r e s i d e n c y  i n  1 9 6 8 .  T he  p r e c e d i n g  i s  a
P R E D I C T I O N  ABOUT F A C T j  T H E R E F O R E ,  I T  CANNOT BE S A I D  TO BE TRUE OR 
F A L S E  T OD A Y ,  B U T  I T  CAN BE V E R I F I E D  I N 1 9 6 8 .
I n s t e a d  o f  t h e  p r e c e d i n g  p r e d i c t i o n ,  i t  c o u l d  h a v e  b e e n
I NF ERRE D T HA T  A DEMOCRAT WOULD W I N  THE P R E S I D E N C Y  I N  E V ERY  FUTURE
e l e c t i o n . T h i s  p r e d i c t i o n  c a n  n e v e r  b e  v e r i f i e d  c o m p l e t e l y . How­
e v e r ,  SEGMENTS OF I T  CAN BE V E R I F I E D  EV E RY  FOUR Y E A R S .  T H U S ,  I T  I S  
A GENERAL  P R E D I C T I O N  AS CONTRASTED TO A S P E C I F I C  P R E D I C T I O N .
I N  C O M M U N I C A T I N G ,  SOME I N D I V I D U A L S  ARE PRONE TO SA Y  T H A T  THE 
S T A T E M E N T ,  "A DEMOCRAT W I L L  W I N  THE 1 96 8  P R E S I D E N T I A L  E L E C T I O N 1' I S 
T R U E .  I F  T H I S  I S DONE,  THOSE I N D I V I D U A L S  C L E A R L Y  HAVE A M E A N I N G
FOR TRUE WHI CH I S  Q U I T E  D I F F E R E  NT FROM THE ONE USED I N  M A K I N G  AN
O B S E R V A T I O N .  I N  OTHER WORDS,  T HEY HAVE NOT V E R I F I E D  THE E L E C T I O N
o f  a  D e m o c r a t  i n  1 9 6 8  a n d  c a n n o t  v e r i f y  t h e  s t a t e m e n t  o f  f a c t  a t  
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T H I S  T I M E .
T h e r e f o r e ,  i t  i s  m i s l e a d i n g  t o  i n d i c a t e  t h a t  t h e r e  c a n  b e  a s
MUCH C O N F I D E N C E  I N  A S T A T E M E N T  OF I N F E R E N C E  AS I N  A V E R I F I E D  S T A T E ­
MENT o f  f a c t . As D a v i d  K. B e r l o  p u t s  i t :
Ou r  c o n f i d e n c e  i n  a n  i n f e r e n c e  c a n  v a r y  a c c o r d i n g  t o  t h e  t r u t h  
o f  t h e  s t a t e m e n t s  o f  f a c t  o n  w h i c h  i t  i s  b a s e d ,  a n d  o n  t h e
ADEQUACY OF THE S T R U C T U R A L  D E V E L OP MENT  OF THE I N F E R E N C E  I T S E L F .  
i N  NO CASE CAN OUR C O N F I D E N C E  I N  THE TRUTH V AL UE OF AN I NF E RE NC E
BE AS H I G H  AS I T  WOULD BE FOR A . V E R I + F E D  S T A T E M E N T  OF F A C T .  To
b 0 BE R L O , o p . c i t . . P .  2 5 1 .
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B E L I E V E  O T H ERWI S E  I S TO BE M I S L E D .
I t  w o u l d  s e e m  t h e n  t h a t  i n  a n y  g i v e n  s i t u a t i o n  t h e  c o n d i t i o n s  
p r o p o s e d  b y  S p r o u s e  a n d  H o o n i t z  a s  p r e r e q u i s i t e s  f o r  t h e  u s e  o f  n e t  
r e a l i z a b l e  v a l u e  c a n  o n l y  b e  i n f e r e n c e s  o n  t h e  p a r t  o f  t h e  p e r s o n
WHO F E E L S  T HA T  THESE C O N D I T I O N S  ARE P R E S E N T .  I N  F A C T ,  THE I N D I ­
V I D U A L  HAS TO MAKE THREE I N F E R E N C E S :  ( 1 )  T HA T  THE I N V E N T O R Y  IS
R E A D I L Y  S A L A B L E ,  ( 2 )  T HA T  S E L L I N G  P R I C E  OF THE I N V E N T O R Y  I S  KNOWN,
5 2
AND ( 3 )  T H A T  D I S P O S A L  COSTS ARE N E G L I G I B L E  OR P R E D I C T A B L E .
I t  I S  A S I M P L E  MA T TER TO MAKE I N F E R E N C E S ;  I T  I S ANOTHER  
MATTER TO MAKE I NF E R E N C E S  W I T H  A H I G H  DEGREE OF C O N F I D E N C E  AS TO 
THE V A L I D I T Y  OF THE I N F E R E N C E .  | N  ORDER TO MAKE I N F E R E N C E S  W I T H  A 
H I G H  DEGREE OF C O N F I D E N C E  A S T R U C T U R A L  MODEL MUST  BE I M P O S E D .  ONE 
SUCH MODEL WHI CH COULD BE USED I S A S T A T I S T I C A L  P R O B A B I L I T Y  MODEL .
S p r o u s e  a n d  M o o n i t z  s e e m  t o  i m p l y  t h a t  a  s t r u c t u r a l  m o d e l  o f
SOME SORT SHOULD BE I MPOSED WHEN THEY S A Y ,  " . . .  WHENEVER THE 
U L T I M A T E  PROCEEDS FROM S A L E  CAN BE E S T A B L I S H E D ,  THE DATA SHOULD BE
. , 5 3  _
RECORDED I N  THE A CC OU NT S .  T H E Y  DO N O T ,  HOWEVER,  S T A T E  HOW
RI GOROUS THE I N D U C T I V E  PROCESS SHOULD B E .
I n f e r e n c e s  a r e  p r e d i c t i o n s  w h i c h  a r e  m a d e  c o n c e r n i n g  a n
UNKNOWN AND ARE BASED ON A S A MPL E  OF WHAT I S KNOWN.  P R E D I C T I O N S  
CAN BE MADE FROM ANY G I V E N  S E T  OF O B S E R V A T I O N S  ( V E R I F I E D  S T A T E M E N T S  
OF f a c t ) ;  HOWEVER,  ANY G I V E N  S E T  OF O B S E R V A T I O N S  CAN LEAD TO CORRECT 
OR I NCORRECT  I N F E R E N C E S .  THAT I S ,  I F  THE I N F E R E N C E ,  UPON
^ LOC. C I T .
5 2 S p r o u s e  a n d  Mo o n i t z ,  o p . c i t . , F* / .  2  7 .
53l q c . c i t .
V E R I F I C A T I O N ,  CORRESPONDS TO R E A L I T Y  THERE E X I S T E D  A CORRECT 
I N F E R E N C E .  I F  THE I N F E R E N C E ,  UPON V E R I F I C A T I O N ,  DOES NOT CORRESPOND 
W I T H  R E A L I T Y  THERE E X I S T E D  AN I NCORRECT  I N F E R E N C E .  T H E R E F O R E ,
THERE I S NEVER A B S O L U T E  C E R T A I N T Y  WHETHER AN I N F E R E N C E  I S CORRECT 
OR I N  ERROR,  ONLY WHETHER THERE I S  A H I G H  DEGREE OR NOT SO H I G H  A
5 4
DEGREE OF C O N F I D E N C E  I N  A P A R T I C U L A R  I N F E R E N C E .
S p r o u s e  a n d  M o o n i t z ,  h o w e v e r ,  d o  a p p e a r  t o  a d v o c a t e  t h e  n e e d
FOR A S I T U A T I O N  TO E X I S T  WHERE THE C O N D I T I O N S  WHI CH T H E Y  P R E S C R I B E  
AS P R E R E Q U I S I T E S  FOR THE USE OF NET R E A L I Z A B L E  V A L UE  CAN BE 
E S T A B L I S H E D  W I T H  A H I G H  DEGREE OF P R O B A B I L I T Y .  T H I S  C O N C L U S I O N  I S  
DRAWN FROM THE O B S E R V A T I O N  T HAT  THE ONLY S I T U A T I O N S  I N  WHI CH T HEY  
RECOMMENDED THE USE OF NET R E A L I Z A B L E  V A L U E  ARE THOSE S I T U A T I O N S  
WHERE AN A R T I F I C I A L  MARKET  S T R U C T U R E  E X I S T S .  I n A D D I T I O N ,  T H E Y  S A Y :
E v e n  w h e r e  s e l l i n g  p r i c e s  a r e  d e t e r m i n a b l e ,  t h e  a m o u n t  w h i c h  c a n
BE S O L D ,  THE L E N G T H  OF T I M E  RE Q UI RE D I N  ORDER TO A C C O M P L I S H  THE 
S A L E S ,  AND THE S E L L I N G  AND D I S P O S A L  COS T  ARE A P T  TO BE U N C E R T A I N  
AND I N C A P A B L E  OF ADEQUATE V E R I F I C A T I O N .  UNDER T HE SE  C I R C U M ­
S T A N C E S ,  THE T R E A T M E N T  OF I N V E N T O R I E S  AS THOUGH T H E Y  WERE 
R E C E I V A B L E S  I S NOT J U S T I F I E D .  I N S T E A D ,  THEY ARE S T I L L  I N  THE 
CATEGORY OF ’ COSTS A W A I T I N G  D I S P O S I T I O N . ’ ^
I T  A P P E A R S ,  T H E R E F O R E ,  T H A T  SPROUSE AND M O O N I T Z  ARE P R I M A R I L Y
CONCERNED W I T H  THE DEGREE OF C E R T A I N T Y  AS TO THE E X I S T E N C E  OF RE VE NUE ,
AT L E A S T  I N  THE CASE OF WHETHER NET  R E A L I Z A B L E  V AL UE SHOULD BE USED
TO VAL UE I N V E N T O R I E S .  AND Y E T ,  I T  APPEARS T H A T  T HE Y  C R I T I C I Z E  THE
PROPONENTS OF H I S T O R I C A L  COST AND THE R E A L I Z A T I O N  P R I N C I P L E  FOR
A D V O C A T I N G  THE SAME B E L I E F S  W I T H  RESPE CT  TO C E R T A I N T Y .
S p r o u s e  a n d  M o o n i t z  s a y  t h a t  " M e a s u r e m e n t  o f  i n v e n t o r i e s  a t  
^ S e r l o , o p  . c i t . ,  p . 2 5 6 .
^ S p r o u s e  a n d  M o o n i t z ,  _o p . c i t . ,  p . 2 8 .  ( E m p h a s i s  p r o v i d e d . )
NET R E A L I Z A B L E  V AL UE I S THE PRE F E RRE D METHOD WHENEVER THE ME A S U R E -
. . 5 6  4
MENT I S  O B J E C T I V E L Y  D E T E R M I N A B L E .  A C C OR D I N G  TO SPROUSE AND
M o o n i t z ,  o b j e c t i v i t y  m e a n s  . . u n b i a s e d ;  s u b j e c t  t o  v e r i f i c a t i o n
,<57 .
b y  a n o t h e r  c o m p e t e n t  i n v e s t i g a t o r . A p p a r e n t l y ,  h o w e v e r ,  t h e r e  
a r e  m a n y  s i t u a t i o n s  w h e r e  n e t  r e a l i z a b l e  v a l u e  c a n  b e  o b j e c t i v e l y
MEASURED ( A C C O R D I N G  TO T H E I R  D E F I N I T I O N  OF O B J E C T I V I T Y )  BUT I T S  USE 
I S NOT RECOMMENDED BY SPROUSE AND MOON I T Z  BECAUSE OF THE U N C E R T A I N T Y
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I N V O L V E D .  F o r  E X A M P L E ,  TAKE THE CASE OF A F U R N I T U R E  STORE T HA T
IS D E S I R O U S  OF U S I N G  NET R E A L I Z A B L E  V A L U E .  T H I S  F I R M  MUST P R E D I C T  
S E L L I N G  P R I C E S ,  THE AMOUNT WHI CH CAN BE S O L D ,  THE LENGTH OF T I M E  
R E Q U I R E D  TO A C C O M P L I S H  THE S A L E S ,  AND THE S E L L I N G  AND D I S P O S A L  C O S T S .  
A l l  OF THESE P R E D I C T I O N S  CAN BE MADE I N  AN U N B I A S E D  MANNER AND ANOTHER  
COMPET ENT  I N V E S T I G A T O R  CAN V E R I F Y  T HA T  THE P R E D I C T I O N S  ARE U N B I A S E D .
Ho w e v e r ,  i f  t h e  a b o v e  p r e d i c t i o n s  ( i n f e r e n c e s )  a r e  u n c e r t a i n  a n d
I N C A P A B L E  OF ADEQUATE V E R I F I C A T I O N  SPROUSE AND M O O N I T Z  WOULD NOT 
RECOMMEND THE USE OF NET R E A L I Z A B L E  V A L U E .
A c c o r d i n g  t o  S p r o u s e  a n d  M o o n i t z ,  h i s t o r i c a l  c o s t ' s  ( a n d  b y
I M P L I C A T I O N ,  THE R E A L I Z A T I O N  P R I N C I P L E ) :
. . . AL L E G E D MAJ OR ADV ANTA GE  I N  THE CASE OF I N V E N T O R I E S  I S  TTS
D E F I N I T E N E S S . BUT WHERE A MORE US E F UL  MEASURE ( e . G . ,  NET  
R E A L I Z A B L E  V A L U E  . . . )  I S  A V A I L A B L E  AND I S  ALSO C A P A B L E  OF
CL OSE E S T I M A T E  AND P R E D I C T I O N , I T  SHOULD T A K E  PRECEDENCE OVER 
H I S T O R I C A L  C O S T . ' 5 9
A g a i n ,  i t  a p p e a r s  t h a t  t h e y  a r e  s a y i n g  t h a t  t h e  u s e  o f  n e t  r e a l i z ­
a b l e  V A L U E  DEPENDS ON THE E X I S T E N C E  OF A VERY H I G H  DEGREE OF
5 ^ L O C . C I T .
57m o o n it z , c 1 t . . p . 42.
5 8 s p r o u s e  a n d  M o o n i t z ,  l o c . c i t .
59j l o c . c i t . ( E m p h a s i s  p r o v i d e d . )
C E R T A I N T Y  ( d E F I N I T E N E S S ) ,  WH I C H  I S THE SAME T H I N G  ADVOCATED BY THE  
PROPONENTS OF THE R E A L I Z A T I O N  P R I N C I P L E .
F i n a l l y ,  S p r o u s e  a n d  M o o n i t z  s a y :
I n c e n t e r i n g  t h e i r  a t t e n t i o n  o n  1 v e r i f i c a t  i o n . *  a c c o u n t a n t s  
f r e q u e n t l y  s e l e c t  l e s s  u s e f u l  i n s t e a d  o f  m o r e  u s e f u l  p r o c e ­
d u r e s . V e r i f i a b i l i t y  . . .  i s  a  n e c e s s a r y  c o n d i t i o n  f o r  t h e  
u s e  o f  a n y  p r o c e d u r e  i n  a n y  r a t i o n a l  a c c o u n t i n g ,  b u t  i t  i s  n o t
A S U F F I C I E N T  C O N D I T I O N . 6 0
V e r i f i c a t i o n  i s  c o n c e r n e d  w i t h  p r o v i n g  t h e  t r u t h  o r  f a l s i t y  o f  a
61 us t a t e m e n t  o f  f a c t . H o w e v e r ,  b e f o r e  t r u t h  o r  f a l s i t y  c a n  b e
p r o v e d ,  c e r t a i n t y  m u s t  e x i s t . T h e r e f o r e ,  i t  s e e m s  t h a t  S p r o u s e
a n d  Mo o n i t z  a r e  s a y i n g  t h a t  a c c o u n t a n t s  w h o  r e l y  o n  c e r t a i n t y
f r e q u e n t l y  s e l e c t  l e s s  u s e f u l  p r o c e d u r e s . C e r t a i n t y ,  h o w e v e r ,
a p p e a r s  t o  b e  t h e  m a j o r  r e q u i r e m e n t  f o r  u s e  o f  n e t  r e a l i z a b l e  
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V A L U E .
I t  a p p e a r s ,  t h e r e f o r e ,  t h a t  w h e n  S p r o u s e  a n d  M o o n i t z  r e c o m m e n d
M E A S U R I N G  I N V E N T O R Y  BY U S I N G  NET R E A L I Z A B L E  V A L U E ,  T H E I R  RECOMMEN­
D A T I O N  I S P R E D I C A T E D  ON A S T R U C T U R A L  MODEL W I T H  AN E X T R E M E L Y  H I G H  
DEGREE OF C O N F I D E N C E .  I N  F A C T ,  THE DEGREE OF C O N F I D E N C E  A P P A R E N T L Y  
MUST BE SO H I G H  T H A T  ONLY A V E RY  S MA L L  NUMBER OF PRODUCTS M A K I N G  UP
G r o s s  Na t i o n a l  P r o d u c t  w o u l d  b e  a f f e c t e d .
Re c o g n i z i n g  r e v e n u e  b a s e d  o n  a  s t a t i s t i c a l  p r o b a b i l i t y  m o d e l
( s u c h  a s  n e t  r e a l i z a b l e  v a l u e )  h a s  NOT b e e n  a d v o c a t e d  t o  a n y
6 3  T
a p p r e c i a b l e  e x t e n t  b y  a c c o u n t i n g  t h e o r i s t s . T h e  p r o b a b l e  r e a s o n s
FOR T H I S  I S  BECAUSE ACCOUNT ANT S P E R C E I V E  T H E I R  JOB AS ONE OF
° ° L o c . c i t . ( E m p h a s i s  p r o v i d e d . )
^ P a t o n  a n d  L i t t l e t o n ,  o p . c i t . .  p . 1 9 .
6 2 S p r o u s e  a n d  Mo o n i t z ,  _o p . c i t . .  p. 2 8 .
6 3 p A T O N a n d  L i t t l e t o n ,  _o p , c i t . .  p . 5 2 .
P R O V I D I N G  THE O B S E R V A T I O N S  ( V E R I F I E D  S T A T E M E N T S  OF F A C T )  FROM WHI CH 
I N F E R E N C E S  CAN BE MADE AND NOT AS ONE OF MA K I N G  I N F E R E N C E S  ON FORMAL
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F I N A N C I A L  S T A T E M E N T S .
AT THE B E G I N N I N G  OF T H I S  D I S C U S S I O N  I T  WAS S T A T E D  T H A T  THE 
ONL Y A P P A R E NT  C O N F L I C T  BETWEEN A C C O U N T I N G  RESEARCH S T UDY H o .  3  AND 
THE REVENUE ST ANDARD BASED ON V E R I F I A B L E  C E R T A I N T Y  SEEMS TO CENTER 
AROUND THE USE OF NET R E A L I Z A B L E  V A L U E .  DOES A C O N F L I C T  E X I S T ?
A p p a r e n t l y  a c o n f l i c t  d o e s  n o t  e x i s t . T h i s  c o n c l u s i o n  i s  b a s e d  o n
t h e  A S S U M P T I O N  T HA T  SPROUSE AND MOON I T Z  RECOMMEND THE USE OF NET 
R E A L I Z A B L E  V A L U E  FOR MEASUREMENT OF I N V E N T O R I E S  I N  ONLY THOSE 
S I T U A T I O N S  WHERE THE GOVERNMENT HAS A R T I F I C A L L Y  ST RUCTURED THE 
M A R K E T j  FOR E X A M P L E ,  WHERE THE GOVERNMENT HAS I M P L E M E N T E D  A GUARAN­
TEED P R I C E  AS I N THE CASE OF G O L D .  | T  A PPEARS T H A T  THESE ARE THE 
ONL Y  S I T U A T I O N S  WHERE SPROUSE AND M O O N I T Z  F E E L  T H A T  S U F F I C I E N T  
C E R T A I N T Y  E X I S T S  AS TO THE E X I S T E N C E  OF RE V E N U E .
T h e s e  s i t u a t i o n s  a l s o  f u l f i l l  t h e  r e q u i r e m e n t s  s e t  f o r t h  i n
THE REVENUE S T A NDA RD PROPOSED I N  CH AP T E R I ) .  THE T H I R D  R E Q U I R E M E N T  
OF T H A T  REVENUE STANDARD S T A T E S  T HA T  THE RE  MUST E X I S T  V E R I F I A B L E  
C E R T A I N T Y  AS TO THE E X I S T E N C E  OF R E V E N U E .  T H A T  I S ,  AN ECONOMI C 
E V E N T  MU5 T  HAVE T R A N S P I R E D  I N V O L V I N G  THE E N T I T Y  I N  Q U E S T I O N  AND AN 
I N D E P E N D E N T  P A R T Y ,  THUS ACKNOWL E DGI NG T H A T  V A L UE  I N  EXCHANGE WAS I N 
FACT CREATED OR W I L L  BE CREATED BY P R O D U C T I O N  I N  THE FORM OF GOODS 
OR S E R V I C E S  BY THE B U S I N E S S  E N T E R P R I S E .  I T  A PPEARS T HA T  A GUARANTEED
^ S i d n e y  S .  A l e x a n d e r  ( R e v i s e d  b y  D a v i d  S o l o m o n s ) ,  " I n c o m e  
M e a s u r e m e n t  i n  a  D y n a m i c  E c o n o m y , "  S t u d i e s  I n A c c o u n t i n g  T h e o r y ,
E D I T E D  BY W. T .  B AX T E R AND S I D N E Y  D A V I D S O N  ( HOMEWOOD,  I L L I N O I S :
R i c h a r d  D. I r w i n ,  I n c . ,  1 9 6 2 ) ,  p .  1 2 8 .
P R I C E  SE T  BY THE GOVERNMENT CAN BE T RE A T E D AS AN E X E CU T ORY  CONT RACT  
BETWEEN THE GOVERNMENT ( THE B U Y E r )  AND A L L  I N T E R E S T E D  P A R T I E S  ( T HE  
S E L L E R S  OF THESE P R O D U C T S ) ;  T H A T  I S ,  A CONT RAC T  WHERE S O ME T H I N G
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RE MA I NS  TO BE DONE.
T he  o t h e r  t wo  r e q u i r e m e n t s  o f  t h e  p r o p o s e d  s t a n d a r d  f o r
R E C O G N I T I O N  A L S O A P P E A R TO BE S A T I S F I E D  I N  T HESE P A R T I C U L A R  
S I T U A T I O N S .  T h e  F I R S T  R E Q U I R E M E N T  S T A T E S  T H A T  THE P R O D U C T I O N  
PROCESS MUST  HAVE A L R E A D Y  BEEN PERFORMED OR S E R V I C E S  MUST HAVE  
A L R E A D Y  BEEN RENDERED A T  L E A S T  TO THE E X T E N T  OF R E C O G N I T I O N .  I T  
SEEMS T HA T  T H I S  R E Q U I R E M E N T  I S  S A T I S F I E D  BECAUSE THE I N V E N T O R I E S  
TO BE MEASURED BY NET R E A L I Z A B L E  V A L U E  HAVE A L R E A D Y  BEEN PRODUCED  
OR ARE 0 1 N T HE PROCESS OF B E I N G  PRODUCED.
T h e  SECOND C R I T E R I O N  S T A T E S  T HA T  THE EXCHANGE V A L U E  OF THE  
REVENUE I N  Q U E S T I O N  MUST BE M E A S U R A B L E  I N  MONET ARY T E R M S ,  EVEN  
THOUGH THE MEASUREMENT MAY OF N E C E S S I T Y  BE AN E S T I M A T I O N .  T H I S  
R E Q U I R E M E N T  I S A P P A R E N T L Y  S A T I S F I E D  BECAUSE A CONTRACT S P E C I F I E S  
THE TERMS OF EXCHANGE I N  MONET ARY T ERMS.
A . A . A .  Co m m i t t e e  Re p o r t :  T he  Re a l i z a t i o n  C o n c e p t
NOW T H A T  AN A N A L Y S I S  HAS BEEN MADE OF A C C O U N T I N G  RESEARCH
S t u d y  No . 3 . a n  a t t e m p t  c a n  b e  m a d e  t o  c o m p a r e  t h e  r e v e n u e  r e c o g ­
n i t i o n  S T A NDA R D PROPOSED I N T H I S  S T U D Y  AND THE REPORT OF THE
A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  Co m m i t t e e  o n  t h e  Re a l i z a t i o n  
C o n c e p t .
^ R o n a l d  A.  A n d e r s o n  a n d  Wa l t e r  A.  Ku m p f ,  Bu s i n e s s  L aw 
{ D a l l a s : S o u t h - W e s t e r n  P u b l i s h i n g  Co . ,  1 9 6 1 ) ,  p .  4 6 .
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A c c o r d i n g  t o  t h i s  c o m m i t t e e ,  t r a n s a c t i o n s  w h i c h  a f f e c t  r e v e n u e  
a r e  t h o s e :
T r a n s a c t i o n s  a s s o c i a t e d  w i t h  t h e  e x c h a n g e  o f  g o o d s  a n d  s e r v i c e s  
b e t w e e n  t h e  a c c o u n t i n g  e n t i t y  a n d  s o m e  i n d e p e n d e n t ,  e x t e r n a l
G R O U P . 66
G i v e n  a  r e v e n u e  t r a n s a c t i o n ,  r e c o g n i t i o n  o f  r e v e n u e ,  a c c o r d i n g
TO THE C O M M I T T E E ,  DEPENDS UPON:
( 1 )  T h e  n a t u r e  o f  t h e  a s s e t  r e c e i v e d ;
( 2 )  T h e  p r e s e n c e  o f  a  m a r k e t  t r a n s a c t i o n ;
( 3 )  T h e  e x t e n t  t o  w h i c h  s e r v i c e s  h a v e  b e e n  p e r f o r m e d . 67
T a k i n g  t h e s e  i n  t h e  o r d e r  l i s t e d ,  t h e  n a t u r e  o f  t h e  a s s e t  
r e c e i v e d  c e n t e r s  a r o u n d  t wo  a t t r i b u t e s : l i q u i d i t y  a n d  m e a s u r ­
a b i l i t y . T h e  c o m m i t t e e  f e e l s  t h a t  t h e  l i q u i d i t y  a t t r i b u t e  h a s  b e e n
G I V E N  TOO MUCH S I G N I F I C A N C E .  THEY F E E L  THAT M E A S U R A B I L I T Y  SHOULD 
BE THE MOST I MP OR T A N T  A T T R I B U T E  OF THE A S S E T  R E C E I V E D  I N  A REVENUE 
T R A N S A C T I O N .  M E A S U R A B I L I T Y  REFERS TO THE E X I S T E N C E  OF O B J E C T I V E  
E V I D E N C E  OF THE V A L U A T I O N  OF THE A S S E T  R E C E I V E D .
H o w e v e r ,  w i t h  r e s p e c t  t o m e a s u r a b i l i t y ,  t h e  c o m m i t t e e  f e e l s  t h a t
" .  . . P RE S E NT  t e s t s  OF M E A S U R A B I L I T Y  MAY BE TOO S T R I N G E N T  I N MANY
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c a s e s . "  T h e y  a r e  o f  t h e  o p i n i o n  t h a t  t h e r e  i s  s u f f i c i e n t  o b j e c ­
t i v i t y  t o  w a r r a n t  r e c o g n i t i o n  o f  r e v e n u e  i n  s o m e  b a r t e r  t r a n s a c t i o n s . 
T he  c o m m i t t e e ,  h o w e v e r ,  d o e s  n o t  i n d i c a t e  p r e c i s e l y  w h a t  t h e y  m e a n
BY THE TERM O B J E C T I V I T Y .  I n F A C T ,  THE C O M M I T T E E  I N D I C A T E S  T HA T  T H E Y  
MAY BE US I NG  THE TERM O B J E C T I V I T Y  TO I N D I C A T E  SOME DEGREE OF Y C I -
bfc)AMERi cAN A c c o u n t i n g  A s s o c i a t i o n  Co m m i t t e e  Re p o r t ,  " T he 
Re a l i z a t i o n  Co n c e p t . "  T h e  A c c o u n t i n g  Re v i e w . XL ( A p r i l ,  1 9 6 5 ) ,
3 1 3 .
6 7 | b i d . .  p .  3 1 4 .
6 6 i a i p , ,  p .  3 1 5 .
V E R I F I C A T I O N .  HOWEVER,  O B J E C T I V I T Y  I S CONCERNED W I T H  THE DEGREE OF 
B I A S  BY THE REPORTER OF I N F O R M A T I O N  WHEREAS V E R I F I C A T I O N  I S  CONCERNED 
W I T H  P RO V I NG  THE TRUTH OR F A L S I T Y  OF A S T A T E M E N T  OF F A C T .  T H E R E F O R E ,  
AS I N D I C A T E D  P R E V I O U S L Y  I N  T H I S  S T UDY  ( C H A P T E R  1 1 1 ) ,  THERE APPEARS 
TO BE NO S I T U A T I O N  WHERE AN O B J E C T I V E  MEASUREMENT CANNOT BE O B T A I N E D  
WHEN AN EXCHANGE OF A S S ET S  T A K E S  P L A C E .  I t  APPEARS T H A T  AN O B J E C T I V E  
MEASUREMENT OF EXCHANGE V A L U E ,  I N ANY EXCHANGE OF A S S E T S ,  CAN BE 
E S T A B L I S H E D  B Y :  ( l )  O B S E R V I N G  THE P R I C E  P A I D  FOR S I M I L A R  A S S E T S ,
( 2 )  E M P L O Y I N G  THE S E R V I C E S  OF A Q U A L I F I E D  A P P R A I S E R ,  OR ( 3 )  E Q U A T I N G  
THE V A L UE  OF THE A S S ET  R E C E I V E D  W I T H  THE E S T A B L I S H E D  S E L L I N G  P R I C E  
OF T HE GOODS OR S E R V I C E S  RE N DE RE D .  I t  I S  FOR T H I S  REASON T HA T  
O B J E C T I V E  MEASUREMENT WAS NOT MADE A S P E C I F I C  C R I T E R I O N  OF THE  
REVENUE R E C O G N I T I O N  STANDARD PROPOSED I N  T H I S  S T U D Y .  RE L A T E D TO 
T H I S  CONCE P T ,  HOWEVER,  I S  THE S P E C I F I C  C R I T E R I O N  T HA T  THE EXCHANGE  
V A L U E  OF THE REVENUE MUST BE M E A S UR A B L E  I N  MONETARY T E RMS ,  EVEN I F  
I T  I S AN E S T I M A T E .
T h e  SECOND C R I T E R I O N  L I S T E D  I S  CONCERNED W I T H  THE E X I S T E N C E  
OF A MARKET T R A N S A C T I O N .  THE C O M M I T T E E  ON THE R E A L I Z A T I O N  CONCEPT  
F E E L S  THAT I N REVENUE T R A N S A C T I O N S  THE F I R M  I N  Q U E S T I O N  MUST BE A 
P A R T Y  TO A T R A N S A C T I O N  I N V O L V I N G  AN I N D E P E N D E N T ,  E X T E R N A L  GROUP.
T h i s  i s  t h e  s a m e  p o s i t i o n  t a k e n  i n  t h e  r e v e n u e  r e c o g n i t i o n  s t a n d a r d
PROPOSED I N CH A P T E R  I I .
W i t h  r e s p e c t  t o  t h e  t h i r d  c r i t e r i o n  l i s t e d ,  t h e  c o m m i t t e e
SUGGESTS THAT THERE ARE THREE T Y PES OF S E R V I C E  S I T U A T I O N S  AND T HA T  
T HE Y SHOULD BE D I S T I N G U I S H E D .  THE THREE T Y PES A R E :
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i . 1 . A l l  o f  t h e  s e r v i c e ,  i n c l u d i n g  r e c e i p t  o f  c a s h ,  i s  p e r ­
f o r m e d  I N  ONE A C C O U N T I N G  P E R I O D .
2 .  C a s h  i s  r e c e i v e d  i n  c o n n e c t i o n  w i t h  a  r e v e n u e  t r a n s a c t i o n ,
BUT A L L  OF THE S E R V I C E  HAS NOT BEEN PERFORMED BY THE END OF THE 
PER I O D .
3 .  A l l  ( o r  a  s u b s t a n t i a l  p a r t ) o f  t h e  s e r v i c e  o t h e r  t h a n  t h e
R E C E I P T  OF CASH I S PERFORMED I N ONE P E R I O D ,  BUT THE CASH 
A S S O C I A T E D  W I T H  THE T R A N S A C T I O N  W I L L  BE R E C E I V E D  I N A S UB S E QU E NT
P E R I O D  OR P E R I O D S . ^ 9
T h e  f i r s t  s i t u a t i o n  i n d i c a t e s  a  s a l e  f o r  c a s h  o f  i n v e n t o r y ,
S E R V I C E S  OR OTHER P R O P E R T Y .  I n T H I S  S I T U A T I O N ,  A CC OR DI NG  TO THE  
C O M M I T T E E ,  A L L  C R I T E R I A  ARE M E T .  T HA T  I S ,  REVENUE CAN BE R E C OG N I Z E D  
BECAUSE A L L  S E R V I C E  HAS BEEN P ERF ORMED,  THE A S S ET  R E C E I V E D  CAN BE 
MEASURED O B J E C T I V E L Y ,  AND A MARKET  T R A N S A C T I O N  HAS T A K E N P L ACE
7 0
BETWEEN THE F I R M  I N  Q U E S T I O N  AND AN I N D E P E N D E N T ,  E X T E R N A L  GROUP.
T h e r e  a l s o  a p p e a r s  t o  b e  n o  c o n f l i c t  i n  t h i s  f i r s t  s i t u a t i o n
W I T H  THE STANDARD FOR REVENUE R E C O G N I T I O N  PROPOSED I N T H I S  S T U D Y .
T h a t  i s ,  r e v e n u e  c a n  b e  r e c o g n i z e d  b e c a u s e  t h e  p r o d u c t i o n  p r o c e s s
HAS A L R E A D Y  BEEN PERFORMED OR S E R V I C E S  HAVE BEEN RENDERED TO THE
E X T E N T  OF R E C O G N I T I O N ;  THE EXCHANGE V A L U E  OF THE REVENUE CAN BE
MEASURED I N MONET ARY T E R M S ;  AND THERE I S  V E R I F I A B L E  C E R T A I N T Y  AS TO 
THE E X I S T E N C E  OF EXCHANGE V A L U E .
I N  THE SECOND T YPE OF S E R V I C E  S I T U A T I O N  M E N T I O N E D  BY THE 
C O M M I T T E E ,  A CASH ADVANCE I S  MADE BY THE CUSTOMER BUT PERFORMANCE 
OF THE S E R V I C E  HAS NOT BEEN COMPLETED BY THE END OF THE A CC OU N T I N G
P E R I O D .  THE C O M M I T T E E  S T A T E S  T H A T :
S i n c e  n o t  a l l  o f  t h e  s e r v i c e  h a s  b e e n  p e r f o r m e d ,  i t  w o u l d  b e
I N A P P R O P R I A T E  TO T R E A T  THE E N T I R E  AMOUNT OF THE CASH R E C E I V E D  
AS R E A L I Z E D  R E V E N U E .  THE REVENUE I S J O I N T  TO THE P E R I O D S  OF
b ^ l B I D . ,  P .  3 1 6
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CASH R E C E I P T  AND PERFORMANCE OF OTHER S E R V I C E S .
I N  CURRENT P R A C T I C E  REVENUE I S R E C O G N I Z E D  UNDER THESE 
C I R C U M S T A N C E S  BASED UPON THE DEGREE TO WHI CH THE S E L L E R  HAS PRO-
72
V I D E D  THE S E R V I C E S  B E I N G  P UR C H A S E D .  THE C O M M I T T E E ,  HOWEVER,
A D O P T I N G  THE " C R I T I C A L  E V E N T 1' I DE A  F I R S T  PROPOSED BY JOHN H.
Me y e r s ,  s u g g e s t s  t h a t :
. . . ANOTHER FACTOR I S MORE R E L E V A N T ,  N A M E L Y ,  WHETHER THE
S E L L E R  HAS PERFORMEDAAN A C T I O N  WHI CH I S  THE C R U C I A L  E V E N T  I N 
THE PROCESS OF E A R N I N G  R E V E N U E .  T H I S  C R U C I A L  E V E NT  MAY BE 
S O M E T H I N G  D I S T I N C T  FROM THE R E N D E R I N G  OF S E R V I C E S  TO THE 
C U S T O M E R . 7 4
AS AN E X A M P L E ,  THE C O M M I T T E E  S U B M I T S  T HA T  WHERE A M A G A Z I N E  
S U B S C R I P T I O N  I S S OL D FOR C A S H ,  THE " C R U C I A L  E V E N T "  HAS BEEN PER­
FORMED AND A S I G N I F I C A N T  AMOUNT OF REVENUE SHOULD BE R E C OG N I Z E D  AT 
T HA T  P O I N T .  I T I S  ASSUMED T H A T  TO BE C O N S I S T E N T  THE COM M I T T E E  WOULD 
ALS O RECOMMEND THE SAME A C T I O N  WHEN THE S U B S C R I P T I O N  I S  SOLD BUT  NO 
CASH OR ONLY PART  OF THE CASH I S R E C E I V E D .
T h e  COM M I T T E E  J U S T I F I E S  THE P R E C E D I N G  BY S T A T I N G  THAT  
" .  . . THERE I S NO NECE S SA RY  REASON FOR A S S U M I N G  T HA T  EACH DOL L AR
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OF COST I NCURRED EARNS AN EQUAL AMOUNT OF P R O F I T . "  T H I S  C E R T A I N L Y
A PP E A R S  TO BE T R U E .  HOWEVER,  AS PATON AND L l T T L E T O N  S A Y :  " T H E  AMOUNT
OR W E I G H T  OF A P A R T I C U L A R  COMPONENT MAY BE MORE OR L ESS THAN T H A T  OF 
A N O T H E R ,  BUT I T S  P R O P O R T I O N A T E  C O N T R I B U T I O N  TO THE PRODUCT MAY NOT
^ L O C . C I T .
7 2 [ | a r o l d  B i e r m a n ,  J r . ,  F i n a n c i a l  A c c o u n t i n g  T h e o r y  ( N ew Yo r k :
T he  Ma c m i l l a n  Co m p a n y ,  1 9 6 5 ) ,  p .  1 7 6 .
7 3 j o h n  H. Me y e r s ,  " T h e  Cr i t i c a l  Ev e n t  a n d  Re c o g n i t i o n  o f  Ne t  
P r o f i t , "  T he  A c c o u n t i n g  Re v i e w . XXXIV ( O c t o b e r ,  1 9 5 9 ) ,  5 2 8 .
74 " t h e  R e a l i z a t i o n  C o n c e p t , "  . o p .  c i t . .  P.  3 1 6 .
7 5  I b i d . .  p p . 3 1 6 - 3 1 7 .
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BE D E N I E D .  THE COMM I T T E E ,  HOWEVER,  DOES NOT RECOMMEND T H I S
PROCEDURE E X C E P T  IN UNUS UA L  C I R C U M S T A N C E S .  THE C O M M I T T E E  S T A T E S  T HA T
T H I S  PROCEDURE WOULD NOT Y I E L D :
. . .  A REA S ONA BL E  T I M I N G  OF P R O F I T  E X C E P T  I N THE S P E C I A L  
S I T U A T I O N  WHERE THE PRESENT V A L U E  OF T HE FUTURE E X P E N S E S  
WAS KNOWN W I T H  V I R T U A L  C E R T A I N T Y . 7 7
Ho w e v e r ,  t h e r e  a p p e a r s  t o  b e  a  m o r e  b a s i c  c o n c e p t u a l  p o i n t  t o
BE A NA L Y Z E D I N  THOSE CA S E S  WHERE T HE COM M I T T E E  RECOMMENDS RECOG­
N I Z I N G  REVENUE BEFORE A N Y  S E R V I C E S  HAVE BEEN PERF ORMED.
| F  A M A N U F A C T U R I N G  F I R M ,  SUCH AS A M A G A Z I N E  P U B L I S H I N G  F I R M ,  
RE C O G N I Z E S  REVENUE BEFORE THE PRODUCT I N Q U E S T I O N  I S  PRODUCED I T  
APPEARS T H A T  REVENUE I S  B E I N G  R E C O G N I Z E D  BEFORE U T I L I T Y  HAS BEEN 
C R E A T E D .  | T  MAY BE ARGUED THAT TO DO SO I S  TO R E C O G N I Z E  PLACE 
U T I L I T Y  AS CONT RA ST E D TO FORM U T I L I T Y .  | T  S E E M S ,  HOWEVER,  T HAT  I T  
I S - I M P O S S I B L E  TO HAVE P L A C E  U T I L I T Y  BEFORE THE GOOD I N  Q U E S T I O N  
P OSSESSES FORM U T I L I T Y .
T h i s  i s  t h e  r e a s o n ,  t h e r e f o r e ,  t h a t  t h e  f i r s t  c r i t e r i o n  o f -
THE REVENUE R E C O G N I T I O N  STANDARD PROPOSED I N  T H I S  S T U D Y  SUGGESTS 
T H A T  P R O D U C T I O N  MUST HAVE A L R E A D Y  BEEN PERFORMED BEFORE REVENUE CAN 
BE R E C O G N I Z E D ,  AT  L E A S T  TO THE E X T E N T  OF R E C O G N I T I O N .
I N  THE CASE OF A N O N - M A N U F A C T U R I N G  F I R M ,  SUCH AS A R E T A I L  
F I R M ,  THE C O M M I T T E E ' S  APPROACH A P P E A R S  TO BE SOUND BECAUSE FORM 
U T I L I T Y  I S A L R E A D Y  P R E S E N T .
TO S U M M A R I Z E ,  I N THOSE S I T U A T I O N S  WHERE THE C O M M I T T E E  RECOM­
MENDS R E C O G N I Z I N G  REVENUE BEFORE U T I L I T Y  HAS BEEN C R E A T E D ,  THERE I S
7 6 p a t o n  a n d  L i t t l e t o n ,  _o p . c i t . ,  p . 6 7 .
7 7 " t h e  R e a l i z a t i o n  C o n c e p t , "  .o p . c i t . ,  p . 3 1 7 .
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A C O N F L I C T  W I T H  THE R E C O G N I T I O N  STANDARD PROPOSED I N  CH A P T E R I ]  OF
T H I S  s t u d y . I n  t h e  m a j o r i t y  o f  c a s e s ,  h o w e v e r ,  w h e r e  r e v e n u e  i s  
r e c o g n i z e d ' i n  t h e s e  s i t u a t i o n s  b a s e d  u p o n  t h e  d e g r e e  o f  s e r v i c e s  
r e n d e r e d ,  t h e r e  i s  n o  a p p a r e n t  c o n f l i c t .
T h e  t h i r d  s e r v i c e  s i t u a t i o n  e n u m e r a t e d  b y  t h e  c o m m i t t e e  i s
w h e r e :
A l l  ( o r  a  s u b s t a n t i a l  p a r t )  o f  t h e  s e r v i c e  o t h e r  t h a n  t h e  
r e c e i p t  o f  c a s h  i s  p e r f o r m e d  i n  o n e  p e r i o d ,  b u t  t h e  c a s h  
a s s o c i a t e d  w i t h  t h e  t r a n s a c t i o n  w i l l  b e  r e c e i v e d  i n  a  s u b ­
s e q u e n t  P E R I O D  OR P E R I O D S . ^8
I n THESE S I T U A T I O N S  t h e  c o m m i t t e e  d i s t i n g u i s h e s  BETWEEN TWO
T Y PES OF E V E N T S :  ( 1 )  A C O N V E N T I O N A L  S A L E  ON ACCOUNT AND ( 2 )  S A L E S
7 9
ON S P E C I A L  T E R MS .
I n t h e  c a s e  o f  a  c o n v e n t i o n a l  s a l e  t h e  C O M M I T T E E  RECOMMENDS  
t h a t  r e v e n u e  b e  r e c o g n i z e d  w h e n  t h e  s a l e  I S  m a d e . T h e i r  r a t i o n a l e
I S  T HA T  THE P R O B A B I L I T Y  OF C O L L E C T I O N  I S  SO H I G H  I N  THE NORMAL
B U S I N E S S  S I T U A T I O N  T HAT  COMP L ET E R E A L I Z A T I O N  OF REVENUE MAY BE 
8 0
A S S U M E D .
I n  f f iHOSE S I T U A T I O N S  WHERE THE S A L E  I S MADE ON S P E C I A L  TERMS 
( I N S T A L L M E N T  S A L E S ) ,  THE C O M M I T T E E  RECOMMENDS T HA T  R E C O G N I T I O N  OF 
REVENUE SHOULD BE T I E D  TO THE C O L L E C T I O N  OF C A S H .  THE C O M M I T T E E  
J U S T I F I E S  I T S  P O S I T I O N  I N  T H I S  MAT TER BY S T A T I N G  T H A T !
S a l e s  o n  s p e c i a l  t e r m s  g e n e r a l l y  h a v e  m o r e  r i s k  t h a n  c o n v e n t i o n a l
S A L E S  ON ACCOUNT S I N C E  THE PAYMENTS ARE SPREAD OVER A LONGER 
T I M E  P E R I O D  AND T R A N S A C T I O N S  ARE F R E Q U E N T L Y  BETWEEN A B U S I N E S S  
F I R M  AND I N D I V I D U A L S  RAT HER THAN BETWEEN TWO B U S I N E S S  F I R M S .
I N  A D D I T I O N ,  THE I N D I V I D U A L S  MA K I NG  PURCHASES ON S P E C I A L  TERMS
^ 1  B I D . . P .  31 6 .
I b i d . ,  p .  3 1 7 .
QOLq c . c I t .
MAY NORMALLY BE EXPECTED TO BE PERSONS SHORT OF C A S H ,  A D D I N G  
ANOTHER REASON WHY SUCH T R A N S A C T I O N S  ON THE AVERAGE HAVE A 
H I G H E R  DEGREE OF R I S K  THAN THE C O N V E N T I O N A L  S A L E S  ON A C C O U N T . ^
T h e r e  a p p e a r s  t o  b e  n o  c o n f l i c t  w f t h  t h e  r e v e n u e  r e c o g n i t i o n
STANDARD PROPOSED I N  CH AP T E R I !  OF T H I S  STUDY I N THOSE S I T U A T I O N S  
D E S I G N A T E D  AS C O N V E N T I O N A L  S A L E S  ON A CC OU NT .  THE THREE C R I T E R I A  
PROPOSED ARE S A T I S F I E D ;  T HA T  I S ,  I N  A C O N V E N T I O N A L  S A L E  ON ACCOUNT:
( 1 )  THE P RO DU CT I O N PROCESS HAS A L R E A D Y  BEEN PERFORMED OR S E R V I C E S  
HAVE A L R E A D Y  BEEN RE NDERED,  AT L E A S T  TO THE E X T E N T  OF R E C O G N I T I O N ;
( 2 )  THE EXCHANGE V AL UE OF THE REVENUE RE COGNI Z ED I S  ME ASURABL E I N 
MONETARY T E RMS;  AND ( 3 )  THE S A L E S  CONT RACT  AND EXCHANGE OF ASSETS 
( l . E . ,  GOODS OR S E R V I C E S  FOR A C L A I M  A G A I N S T  C A S H )  P R O V I D E  V E R I F I ­
ABLE C E R T A I N T Y  AS TO THE E X I S T E N C E  OF EXCHANGE V A L U E .
I n s t a l l m e n t  s a l e s ,  h o w e v e r ,  d o  n o t  r e c e i v e  t h e  s a m e  r e c o m ­
m e n d a t i o n  AS T HAT  OF THE C O M M I T T E E .  F I R S T ,  THE F A CT  T HA T  C O L L E C T I O N  
I S SPREAD OVER A LONGER T I M E  P E R I O D  T HA N C O N V E N T I O N A L  S A L E S  ON 
ACCOUNT AND THE FACT THAT T HEY  ARE BETWEEN B U S I N E S S  F I R M S  AND 
I N D I V I D U A L S  DOES NOT APPEAR TO I N D I C A T E  T HAT  THERE I S A S I G N I F I ­
CA N T L Y  H I G H E R  DEGREE OF C O L L E C T I O N  R I S K  I N V O L V E D .  | N  F A C T ,  THE 
P O S S I B I L I T Y  OF C O L L E C T I O N  A PPEARS TO BE A P P R O X I M A T E L Y  THE SAME
( ABOUT  1 . 4 5  PER C E N T )  AS FOR A C O N V E N T I O N A L  SAL E ON ACCOUNT BETWEEN
8 2
B U S I N E S S  F I R M  AND I N D I V I D U A L .
^ L O C . C I T .
^ C o m p u t e d  f r o m  d a t a  i n  t h e  E c o n o m i c  Re p o r t  o f  t h e  P r e s i d e n t .
1 9 6 4 , a n d  Na t i o n a l  I n c o m e . A S u p p l e m e n t  t o  a  S u r v e y  o f  C u r r e n t  
B u s i n e s s ,  1 9 5 4 . B a d  d e b t s  w e r e  3 9  p e r  c e n t  o f  b u s i n e s s  t r a n s f e r  
p a y m e n t s  i n  1 9 5 0 .  T h u s ,  b a d  d e b t s  o f  $ 3 1 2 , 0 0 0 , 0 0 0  d i v i d e d  b y  
c o n s u m e r  C R E D I T  OF $ 2 1 , 4 7 1 , 0 0 0 , 0 0 0  EQUALS 1 . 4 5  PER c e n t .
S e c o n d l y ,  t h e  a s s u m p t i o n  t h a t  i n d i v i d u a l s  w h o  b u y  o n  i n s t a l l ­
m e n t s  ARE SHORT OF CASH AND T H A T ,  T H E R E F O R E ,  T HEY P RO B A B L Y  ARE A 
GREAT ER R I S K  DOES NOT A PP E AR TO BE N E C E S S A R I L Y  V A L I D .  I N D I V I D U A L S  
WHO MAKE I N S T A L L M E N T  PURCHASES MAY OR MAY NOT POSSESS THE E N T I R E  
AMOUNT OF THE PURCHASE I N  C A S H ,  HOWEVER,  T H A T  I S  NO I N D I C A T I O N  
T H A T  T HEY  DO NOT HAVE COMMAND OVER A S U F F I C I E N T  AMOUNT OF CASH TO 
MEET I N S T A L L M E N T  PAYMENTS WHEN T H E Y  ARE DU E .
A T H I R D  REASON FOR R E J E C T I O N  OF THE C O M I T T E E ' s  RECOMMENDAT I ON 
RESTS ON THE V E R I F I E D  F A C T  T HA T  THE F I RM- I - N Q U E S T I O N  HAS EARNED 
REVENUE AND R E C E I V E D  A V A L I D  A S S E T  ( T H E  I N S T A L L M E N T  R E C E I V A B L E )  I N  
THE E XCHA NGE .  T H U S ,  THE THREE C R I T E R I A  OF THE REVENUE R E C O G N I T I O N  
S T A NDA RD PROPOSED I N  T H I S  S T U D Y ,  WHI CH S I G N A L  REVENUE R E C O G N I T I O N ,  
HAVE BEEN S A T I S F I E D .  I t  S E E MS ,  T H E R E F O R E ,  T H A T  I N S T A L L M E N T  S A L E S  
P R E S E N T  A PROBLEM CONCERNED W I T H  C O L L E C T I B I L I T Y  AND NOT A PROBLEM 
CONCERNED W I T H  WHETHER REVENUE SHOUL D BE R E C O G N I Z E D .
T y i n g  r e v e n u e  r e c o g n i t i o n  t o  t h e  c o l l e c t i o n  o f  c a s h  i n . t h e
CASE OF I N S T A L L M E N T  S A L E S  I S  S O M E T I M E S  RECOMMENDED BECAUSE I T  I S 
A C C E P T A B L E  FOR I NCOME TAX PU R P OS E S .  TAX LAW,  HOWEVER,  MUST BE 
V I E WE D  I N  I T S  PROPER P E R S P E C T I V E .  T H A T  I S ,  T A X  LAW I S NOT ALWAYS 
P R E D I C A T E D  ON SOUND L O G I C .  MONTGOMERY S T A T E S  T H A T  WHEN ACCOUNT ANT S 
ARE A T T E M P T I N G  TO FORMULATE " . . .  WHAT WE F ON DL Y  C A L L  GOOD 
A C C O U N T I N G  P R I N C I P L E S  WE SHOULD NOT BE G U I D E D  I N  THE S L I G H T E S T  
DEGREE BY THE WE I RD AND S O M E T I M E S  N A I V E  AND AT T I M E S  A R B I T R A R Y
83
D E F I N I T I O N S  . . . '  WE F I N D  I N  TAX L A W S . "  AND MORE R E C E N T L Y ,
^ R o b e r t  H. M o n t g o m e r y ,  " D e a l i n g  i n  T r e a s u r y  S t o c k , "
T h e  J o u r n a l  o f  A c c o u n t a n c y . ( J u n e ,  1 9 3 8 ) ,  4 6 6 .
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A r t h u r  M .  C a n n o n  s t a t e d  t h a t  " . . .  a c c o u n t a n t s  s h o u l d  r e s i s t  a l l
it 8 4
e f f o r t s  t o  p r o s t i t u t e  a c c o u n t i n g  p r i n c i p l e s  t o  t a x  e n d s . . . .
M r .  M o n t g o m e r y  a n d  M r .  Ca n n o n  s t a t e  t h e i r  p o s i t i o n s  q u i t e  
s t r o n g l y ;  h o w e v e r ,  m o s t  a c c o u n t i n g  a u t h o r s  a g r e e  w i t h  t h e m  i n  
s u b s t a n c e . I n c o m e  t a x  l a w ,  o f  c o u r s e ,  m u s t  b e  a d h e r e d  t o ,  b u t  w h e n  
a c c o u n t i n g  t h e o r y  i s  i n  q u e s t i o n  s o u n d  l o g i c  s h o u l d  p r e v a i l  o v e r
E X P E O I E N C Y .
Ho r n g r e n ' s  M i d d l e  G r o u n d  A p p r o a c h
Ho r n g r e n ' s  a p p r o a c h  t o  r e v e n u e  r e c o g n i t i o n  i s  t h e  l a s t  o f
THE THREE RECENT P ROPOSALS TO BE COMPARED W I T H  THE REVENUE RECOG­
N I T I O N  STANDARD PROPOSED I N  T H I S  S T U D Y .
HORNGREN A P P A R E N T L Y  USES A T R A N S A C T I O N S  APPROACH I N H I S  
D E F I N I T I O N  OF I NCOME AND RE V E N U E .  HE AL S O I N D I C A T E S  T HA T  REVENUE 
I S REPRE S ENT E D BY THOSE R E L E V A N T  I NFLOWS R E S U L T I N G  FROM T RANS­
A C T I O N S  I N V O L V I N G  THE P R I M A R Y  O P E R A T I O N S  OF THE E N T E R P R I S E . ^  Th I S 
APPEARS TO BE I N S U B S T A N T I A L  AGREEMENT W I T H  THE S T A NDA RD FOR REVENUE 
R E C O G N I T I O N  PROPOSED I N  T H I S  S T U D Y .
HORNGREN PROPOSES THREE RULES FOR R E C O G N I Z I N G  REVENUE I N THE 
ACCOUNTS AS O P E R A T I N G  I NCOME.  I N  THE D E V E L O P ME NT  OF T HESE RULES  
HORNGREN MAKES WHAT APP E ARS  TO BE TWO VERY S I G N I F I C A N T  P O I N T S .  T h e  
F I R S T  ONE S T A T E S  T HA T  " . . .  A REA S ONA BL E  DEGREE OF O B J E C T I V I T Y  I S  
A NECE SS A RY  BUT NOT A S U F F I C I E N T  C O N D I T I O N  FOR THE E X I S T E N C E  OF
^ A r t h u r  M.  C a n n o n ,  " T a x  P r e s s u r e s  o n  A c c o u n t i n g  P r i n c i p l e s  
a n d  A c c o u n t a n t ' s  I n d e p e n d e n c e . "  T h e  A c c o u n t i n g  Re v i e w , X X V I I  
( O c t o b e r ,  1 9 5 2 ) ,  4 2 4 .
8 5 q HARl e s  t .  Ho r n g r e n ,  " H ow S h o u l d  We I n t e r p r e t  t h e  
R e a l i z a t i o n  C o n c e p t ? "  T h e  A c c o u n t i n g  Re v i e w . XL ( A p r i l ,  1 9 6 5 ) ,  
3 2 4 - 3 2 5 .
86
R E A L I Z A T I O N . "  J OHN H .  MEYERS MAKES THE SAME P O I N T  WHEN HE S A Y S ,
" O b j e c t i v i t y  i s  o n e  o f  t h e  d e s i d e r a t a  o f  a n y  m e a n s  o f  a c h i e v i n g  a
, . 8 7
GOA L ,  BUT I T  I N I T S E L F  MUST NOT BE ALLOWED TO BE THE G O A L .
; T h o s e  t h a t  a d v o c a t e  t h a t  o b j e c t i v i t y  n e e d  b e  t h e  o n l y  r e q u i r e -
MENT FOR R E C O G N I Z I N G  REVENUE R E P R E S ENT  ONE EXTREME I N THE ARGUMENT 
CONCERNI NG REVENUE R E C O G N I T I O N .  A C C E P T I N G  T H I S  B E L I E F  WOULD ALLOW 
REVENUE TO BE R E C OG N I Z E D  AT THE E A R L I E S T  P O S S I B L E  MOMENT,  THE 
O B J E C T I V E  ADVOCATED BY THE PROPONENTS OF T H I S  P O S I T I O N .  I N  OTHER 
WORDS,  T H E Y  S T A T E  T H A T  I F  THE MARKET P R I C E  FOR THE PRODUCT OR 
S E R V I C E  OF THE E N T E R P R I S E  I N  Q U E S T I O N  CAN BE O B J E C T I V E L Y  D E T E R M I N E D  
THERE E X I S T S  S U F F I C I E N T  E V I D E N C E  T H A T  U T I L I T Y  WAS CREATED I N  THE 
FORM OF GOODS OR S E R V I C E S ;  T H U S ,  THE EXCHANGE V A L UE  OF T H I S  U T I L I T Y  
SHOULD BE R E C O G N I Z E D  AS RE V E N U E .
Ho w e v e r ,  t h e  p o s i t i o n  t a k e n  i n  t h i s  s t u d y  i s  t h a t  o b j e c t i v i t y
( a  R E L A T I V E  RATHER THAN AN A B S O L U T E  C O N C E P T )  DOES NOT ,  BY I T S E L F ,
P ROVI DE  THE NECE S SA RY  C E R T A I N T Y  AS TO THE E X I S T E N C E  OF U T I L I T Y  I N
UNSOLD GOODS OR S E R V I C E S .  WHETHER U T I L I T Y  HAS OR HAS NOT BEEN
C R E A T E D ,  AND THE AMOUNT ,  AP PE A RS TO DEPEND ON ACKNOWLEDGMENT BY A
MARKET T R A N S A C T I O N  I N V O L V I N G  THE P A R T I C U L A R  GOODS AND S E R V I C E S  I N
88q u e s t i o n .  Mr . H o r n g r e n  a p p e a r s  t o  s u b s c r i b e  t o  t h e  p r e c e d i n g .
T h e  s e c o n d  p o i n t  M r . Ho r n g r e n  m a k e s  w h i c h  a p p e a r s  t o  b e  q u i t e  
s i g n i f i c a n t  i s  a s  f o l l o w s :
88 | b i d . ,  p .  3 2 5 .
8 7 J o h n  H. M e y e r s ,  " T h e  C r i t i c a l  E v e n t  a n d  R e c o g n i t i o n  o f  N e t  
P r o f i t / 1 T h e  A c c o u n t i n g  R e v i e w , XXXIV ( O c t o b e r ,  1 9 5 9 ) ,  5 2 9 .  
88h o r n g r e n ,  op<. c i t . v  ■ p ? 2 3 2 7 .
T h e  w o r k d a y  r u l e  f o r  r e a l i z a t i o n  s e e m s  t o  b e  a n  e x c h a n g e  f o r
L I Q U I D  A S S E T S . HOWEVER,  TO C I T E  E I T H E R  AN EXCHANGE OR 
L I Q U I D I T Y  AS THE D I S T I N G U I S H I N G  F E A T U RE OF R E A L I Z A T I O N  I S 
P RO B A B L Y  AN O V E R S I M P L I F I C A T I O N  BECAUSE TOO MANY E X C E P T I O N S  
MAY BE ' MADE'  iDO E I THER R U L E . 8 9
A c c o r d i n g  t o  H o r n g r e n ,  i f  a n  e x c h a n g e  o f  a s s e t s  i s  m a d e  a
RE Q U I R E M E N T  FOR R E C O G N I T I O N  OF RE V E N U E ,  THE R E L I E F  OF A L I A B I L I T Y  
WOULD NOT S I G N A L  REVENUE R E C O G N I T I O N ,  AS I T  WOULD F O L L O WI N G  H I S
90 u ,
p r o p o s a l . Ho r n g r e n ' s  p o s i t i o n  i s  i n  a g r e e m e n t  w i t h  t h e  r e v e n u e
R E C O G N I T I O N  STANDARD PROPOSED I N  T H I S  S T U D Y .  A C C O R D I N G  TO THE 
PROPOSAL I N  T H I S  S T U D Y ,  AN EXCHANGE OF A S S E T S  I S NOT NECESSARY 
BECAUSE A MARKET  T R A N S A C T I O N  I S BROADL Y D E F I N E D  AS A N Y  ECONOMI C 
E V E N T  WH I C H  P R O V I D E S  V E R I F I A B L E  C E R T A I N T Y  AS TO THE E X I S T E N C E  OF 
U T I L I T Y ;  T H A T  I S ,  ECONOMI C EVENT S SUCH AS EXECUTORY C O N T R A C T S ,  
S A L E S ,  AND GOVERNMENT SUPPORTED M A R K E T S .
W i t h  r e s p e c t  t o  l i q u i d i t y ,  H o r n g r e n  s t a t e s  t h a t  t h i s  t e s t
WOULD P RECL UDE REVENUE R E C O G N I T I O N  I N THE CASE OF BA RT ER T R A N S -
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a c t i o n . A g a i n ,  M r . Ho r n g r e n ' s  p o s i t i o n  a p p e a r s  t o  b e  i n
S U B S T A N T I A L  AGREEMENT W I T H  THE PROPOSAL MADE I N T H I S  S T U D Y  CONCERN­
I NG REVENUE R E C O G N I T I O N .  THE P O S I T I O N  T A K E N  I N T H I S  S T U D Y  I S T HA T  
MOST BARTER T R A N S A C T I O N S  MEET THE T ESTS S E T  FORTH W H I C H  S I G N A L  
REVENUE R E C O G N I T I O N .
T h e  ^ e x c h a n g e  f o r  l i q u i d  a s s e t s "  p o s i t i o n s r e p r e s e n t s  t h e
O P P O S I T E  EXTREME FROM THE " O B J E C T I V I T Y  O N L Y "  P O S I T I O N  I N THE 
ASGUMENT C ONC E RNI NG REVENUE R E C O G N I T I O N .
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Mr . H o r n g r e n  i n d i c a t e s  t h a t  t h e s e  t w o  p o s i t i o n s  a r e  t o o  
9 2
e x t r e m e . ( A l t h o u g h  Ho r n g r e n  d o e s  n o t  s a y  s o ,  m a y b e  t h i s  i s
ANOTHER REASON WHY HE C O N S I D E R S  H I S  APPROACH M I D D L E  G R O U N D . )  As 
AN A L T E R N A T I V E  TO T HESE EXTREME P O S I T I O N S ,  Mr . HORNGREN OFF ERS THE 
F OL L O WI N G  RULES FOR REAL I Z A T I  ONj  T HA T  I S ,  RULES WHI CH S I G N A L  THE 
R E C O G N I T I O N  OF REVENUE I N THE ACCOUNTS AS O P E R A T I N G  I NCOME :
1 .  R e c o g n i t i o n  -  S u f f i c i e n t l y  d e f i n i t e ,  v e r i f i a b l e  e v i d e n c e
TO P E R M I T  O B J E C T I V E  MEASUREMENT OF A V AL UE I N C R E A S E .
2 .  M a r k e t  t r a n s a c t i o n  -  An e v e n t  o r i g i n a t e d  b y  t h e  v o l u n t a r y
I N T E R A C T I O N  BETWEEN THE A C C O U N T I N G  U N I T  AND SOME OTHER U N I T .
3 .  G o o d s  o r  s e r v i c e s  r e n d e r e d  -  T h e  r e m o v a l  o f  r e s t r i c t i o n s
A G A I N S T  A S SE T S  . " ^3
Ho r n g r e n  s t a t e s  t h a t  a l l  t h r e e  r u l e s  m u s t  b e  s a t i s f i e d  b e f o r e
REVENUE CAN BE R E C O G N I Z E D  AS O P E R A T I N G  I NCO ME .  T H E Y  DO NOT ,  HOW-
9 4
E V E R ,  HAVE TO BE S A T I S F I E D  I N  THE ORDER L I S T E D .
T h e  C R I T E R I A  FOR REVENUE R E C O G N I T I O N  PROPOSED I N  T H I S  S T U D Y  
APPEAR TO BE I N  S U B S T A N T I A L  ACCORD W I T H  HORNGREN’ S RULES FOR 
R E A L I Z A T I O N .  HOWEVER,  THE A P P A R E NT  ACCORD I S BY C O I N C I D E N C E ,  "NOT 
BY CONSCI OUS  D E S I G N .
TO P R O V I D E  AN E A S I E R  C O M P A R I S O N ,  THE C R I T E R I A  FOR REVENUE 
R E C O G N I T I O N  S ET  FORTH I N  CH A P T E R  I I  OF T H I S  S T U D Y  ARE REPRODUCED
a s  f o l l o w s :  ( 1 )  T h e  p r o d u c t i o n  p r o c e s s  m u s t  h a v e  a l r e a d y  b e e n
PERFORMED OR S E R V I C E S  MUST HAVE A L R E A D Y  BEEN RENDE RE D,  AT L E A S T  TO 
THE E X T E N T  OF R E C O G N I T I O N .  ( 2 )  THE EXCHANGE V AL UE OF THE A SSET S 
WHI CH MEASURE REVENUE MUST BE M E AS UR AB L E  I N MONETARY TERMS EVEN 
THOUGH THE MEASUREMENT MAY OF N E C E S S I T Y  BE AN E S T I M A T I O N .  ( 3 )
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V e r i f i a b l e  c e r t a i n t y  o f  t h e  e x i s t e n c e  o f  u t i l i t y  m u s t  b e  p r e s e n t . 
C o m p a r i n g  t h e  c r i t e r i a  i n  t h e  o r d e r  l i s t e d ,  i t  a p p e a r s  t h a t
THE F I R S T  C R I T E R I O N  L I S T E D  ABOVE Y I E L D S  THE SAME RE S U L T S  AS
Ho r n g r e n ' s t h i r d  c r i t e r i o n . Ho r n g r e n  s u g g e s t s  t h a t  r e v e n u e  s h o u l d
NOT BE R E C OGNI Z E D U N T I L  R E S T R I C T I O N S  ON A S S E T S  R E C E I V E D  I N  A MARKET  
T R A N S A C T I O N  a r e  r e m o v e d . He g i v e s  t h e  c a s e  o f  r e n t  CO L L E C T E D  I N 
ADVANCE AS AN E X A M P L E .  HORNGREN S T A T E S  T H A T  AS THE RE N T A L  S E R V I C E S  
ARE P R O V I D E D  BY THE LESSOR ( l . E . ,  AS THE RENTED SPACE I S MADE 
A V A I L A B L E  ITO THE L E S S E E )  A R E S T R I C T I O N  I S REMOVED A G A I N S T  THE A S S E T
9 5
R E C E I V E D  BY THE L E S S O R .
T h e  P O S I T I O N  T A K E N  I N  t h i s  s t u d y  i s  t h a t  r e v e n u e  i s  NOT AN 
A S S E T  BUT I S ONL Y RE P RES E NT E D BY AN A S S E T .  A C C O R D I N G  TO THE REVENUE  
R E C O G N I T I O N  STANDARD PROPOSED I N  T H I S  S T U D Y ,  REVENUE I S THE PROCESS  
OF C R E A T I N G  U T I L I T Y  I N THE FORM OF GOODS OR S E R V I C E S ,  AND T H I S  
PROCESS I S MEASURED BY THE EXCHANGE VAL UE OF THE NET A S S E T S  R E C E I V E D  
I N  EX CH A NG E .  T H U S ,  I T  A PPEARS T H A T  REVENUE SHOULD NOT BE R E C O G N I Z E D  
I N  THESE S I T U A T I O N S  BECAUSE U T I L I T Y  HAS NOT BEEN C R E A T E D ,  NOT ,  AS
Ho r n g r e n  s u g g e s t s ,  b e c a u s e  t h e r e  i s  a  r e s t r i c t i o n  o n  t h e  a s s e t
R E C E I V E D  I N E X CH A NG E .
T h e  s e c o n d  c r i t e r i o n  p r o p o s e d  i n  t h i s  s t u d y  ( t h e  e x c h a n g e
V A L U E  OF THE A S S E T S  WHI CH MEASURE REVENUE MUST BE M E A S UR A B L E  I N 
MONETARY TERMS EVEN THOUGH THE MEASUREMENT MAY OF N E C E S S I T Y  BE AN 
E S T I M A T I O N )  I S NOT M E N T I O N E D  S P E C I F I C A L L Y  BY HORNGREN.  HOWEVER,  I T  
I S  I M P L I E D  I N  H I S  F I R S T  C R I T E R I O N .
95 L .O C . C I T .
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Ho r n g r e n  s u g g e s t s  t h a t  t h e r e  s h o u l d  b e  s u f f i c i e n t l y  d e f i n i t e ,
V E R I F I A B L E  E V I D E N C E  TO P E R M I T  O B J E C T I V E  MEASUREMENT OF A V A L U E  
I N C R E A S E .  I F  T H I S  C O N D I T I O N  I S  S A T I S F I E D  THEN I T  APPEARS T HAT  
THERE I S  NO Q U E S T I O N  THAT THE SECOND C R I T E R I O N  PROPOSED I N  T H I S  
S T UDY I S  ALS O S A T I S F I E D .
T h e  T H I R D  C R I T E R I O N  PROPOSED I N  T H I S  ST UDY  AND H O R N G R E N ' S  
SECOND C R I T E R I O N  AP PEAR TO BE I D E N T I C A L .  BOTH S UG G E S T  THAT A 
V O L U N T A R Y  MARKET T R A N S A C T I O N ,  I N V O L V I N G  THE A C C O U N T I N G  E N T I T Y  I N 
Q U E S T I O N  AND AN E X T E R N A L  P A R T Y ,  MUST BE PRESENT BEFORE REVENUE CAN 
BE R E C OG N I Z E D  I N  THE ACCOUNTS AS O P E R A T I N G  I NCOME .
B o t h  p r o p o s a l s  a l s o  s u g g e s t  a  b r o a d e r  i n t e r p r e t a t i o n  o f  a
MARKET T R A N S A C T I O N  THAN CURRENT  P R A C T I C E .  CURRENT P R A C T I C E  APPEARS
9 6
TO D E F I N E  A MARKET T R A N S A C T I O N  AS AN EXCHANGE FOR L I Q U I D  A S S E T S .
H o r n g r e n ,  h o w e v e r ,  d e f i n e s  a  m a r k e t  t r a n s a c t i o n  t o  i n c u u d e  a n
EXCHANGE FOR L I Q U I D  A S SET S PL US  BARTER T R A N S A C T I O N S  AND R E L I E F  OF
9 7
A L I A B I L I T Y .  ___
I T  I S PROPOSED I N  T H I S  S T U D Y  T H A T  A MARKET T R A N S A C T I O N  
I N C L U D E S :  ( 1 )  EXCHANGES FOR L I Q U I D  A S S E T S ,  ( 2 )  B A RT ER T R A N S A C T I O N S ,
( 3 )  S I G N I N G  OF E X E CU T O RY  C O N T R A C T S ,  AND ( 4 )  PRODUCI NG I N A MARKET
w h e r e  t h e  Go v e r n m e n t  s u p p o r t s  p r i c e s  ( t h i s  i s  i n  e f f e c t  a n  e x e c u t o r y
CONTRACT BETWEEN THE GOVERNMENT AND THE PEOPLE AT L A R G E ) .  T o 
R E I T E R A T E ,  I N THE CASE OF E X E CU T ORY  CONTRACTS R E C O G N I T I O N  OF REVENUE 
MUST A W A I T  THE F U L F I L L M E N T  OF THE F I R S T  C R I T E R I O N .  T HA T  I S ,  AN 
E XE CUTORY CONTRACT P R O V I D E S  THE NEC E S S A RY  V E R I F I A B L E  C E R T A I N T Y  T HA T
I b i d . .  p . 3 3 0 .
Q^Lq c . c I T .
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T HE  MARKET W I L L  ACKNOWLEDGE THE E X I S T E N C E  OF U T I L I T Y  AS I T  IS 
CREA TED THROUGH THE P R O D U C T I O N  PROCESS OR AS S E R V I C E S  ARE RE N DE RE D .
S u m m a r y
A c c o u n t i n g  Re s e a r c h  S t u d y  N o . 3 . e v e n  t h o u g h  m a k i n g  s o - c a l l e d
R A D I C A L  DEP A RT URE S FROM CURRENT P R A C T I C E  I N  OTHER A R E A S ,  DOES NOT 
A P P E A R  TO D E P A R T  FROM G E N E R A L L Y  ACCE PTE D A C C O U N T I N G  P R A C T I C E S  I N 
T HE AREA OF REVENUE R E C O G N I T I O N .  I N  F A C T ,  SPROUSE AND MOON I T Z  SEEM 
TO CONCUR W I T H  THE P R A C T I C E  CONC E R N I N G  NET R E A L I Z A B L E  V A L U E  FOUND
i n  A c c o u n t i n g  R e s e a r c h  B u l l e t i n  N o . 4 3  p u b l i s h e d  b y  t h e  A m e r i c a n
9 8
I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s .
I n a d d i t i o n ,  t h e  r e c o m m e n d a t i o n s  o f  S p r o u s e  a n d  M o o n i t z  a n d
T HE C R I T E R I A  FOR REVENUE R E C O G N I T I O N  PROPOSED I N T H I S  S T U D Y  A P PE A R 
TO LEAD TO S U B S T A N T I A L L Y  THE SAME R E S U L T S .
T h e  A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  C o m m i t t e e  r e p o r t  o n  t h e
R E A L I Z A T I O N  CONCEPT A P P E A R S  TO MAKE TWO RECOMME NDA T I ONS WHI CH 
D I F F E R  FROM CURRENT P R A C T I C E .  T HE F I R S T  RE COMMENDAT I ON I S  CON­
CERNED WI T H  T HE DEGREE OF L I Q U I D I T Y  OF THE A S S E T  OR A S S E T S  R E C E I V E D  
BY THE S E L L E R  I N  A S A L E  T R A N S A C T I O N .  THE C O M M I T T E E  F E E L S  THAT THE 
L I Q U I D I T Y  OF THE A S S E T  I S LESS I M P OR T A N T  T HA N THE A B I L I T Y  TO MEASURE 
T HE VAL UE OF THE A SSET  O B J E C T I V E L Y .  R E D U C I N G  THE I MP ORTA NCE  OF 
L I Q U I D I T Y  A LL OWS REVENUE TO BE R E C O G N I Z E D  I N  MOST B A RT E R T R A N S A C T I O N S .  
T h e  SAME RE COMMENDAT I ON C O NC E RNI NG  L I Q U I D I T Y  I S MADE I N  THE REVENUE 
R E C O G N I T I O N  METHOD PROPOSED I N T H I S  S T U D Y .
^ R o b e r t  T .  S p r o u s e ,  " T h e  ' R a d i c a l l y  D i f f e r e n t * P r i n c i p l e s , o f  
A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3 , "  J o u r n a l  o f  A c c o u n t a n c y , ( M a y ,
1 9 6 4 ) ,  6 5 .
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T h e  s e c o n d  r e c o m m e n d a t i o n  o f  t h e  c o m m i t t e e  s t a t e s  t h a t
RE V E N U E  S HOUL D BE R E C O G N I Z E D  WHEN T HE F I R M  HAS PERFORMED T HE C R U C I A L  
E V E N T  I N  THE B U S I N E S S  P R O C E S S .  T H I S  I S  THE SAME R E C O M M E N D A T I O N
m a d e  b y  S p r o u s e  a n d  M o o n i t z . A c c o r d i n g  t o  t h e  r e c o m m e n d a t i o n s  m a d e
I N  T H I S  S T U D Y ,  HOWEVER,  RE V E N UE  S HOUL D NOT BE R E C O G N I Z E D  U N L E S S  A 
M A R K E T  T R A N S A C T I O N  HAS OCCURRED A C K N O W L E D G I N G  THE E X I S T E N C E  OF 
U T I L I T Y  E V E N THOUGH WHAT A P P E A R S  TO BE THE C R U C I A L  E V E N T  HAS BEEN 
P E R F O R M E D .
H o r n g r e n ’ s  a p p r o a c h  t o  r e v e n u e  r e c o g n i t i o n  a p p e a r s  t o  d i f f e r
FROM C U R R E N T  P R A C T I C E  I N  ONE S I G N I F I C A N T  WA Y .  HORNGREN RECOMMENDS  
T H A T  THE D E F I N I T I O N  OF A M A R K E T  T R A N S A C T I O N  BE BROADENED TO I N C L U D E  
B A R T E R  T R A N S A C T I O N S  AND THE R E L I E F  OF L I A B I L I T I E S .  I t  A P P E A R S  T H A T  
T HE P R O P O S A L  S U G G E S T E D  I N  T H I S  S T U D Y  AND THE ONE PROPOSED BY
H o r n g r e n  a r e  i n  s u b s t a n t i a l  a g r e e m e n t . T h i s  a c c o r d ,  h o w e v e r ,  i s
BY C O I N C I D E N C E  AND NOT BY C O N S C I O U S  D E S I G N .
CHAPTER VI  I 
SUMMARY
T i m i n g  o f  r e v e n u e  r e c o g n i t i o n  i s  a n  i m p o r t a n t  s e g m e n t  o f  a
SOUND BODY OF A C C O U N T I N G  T H E O R Y .  THE I MP ORT A NCE  OF REVENUE RECOG­
N I T I O N  I S E V I D E N C E D  BY THE F A CT  T H A T  REVENUE R E C O G N I T I O N  P R I N C I P L E S  
HAVE BEEN G I V E N  C O N S I D E R A B L E  A T T E N T I O N  BY MEMBERS OF THE A C C O U N T I N G  
P R O F E S S I O N  AND OTHER I N T E R E S T E D  P A R T I E S  FOR MANY D E C A D E S .
S i n c e  a b o u t  1 9 3 0  t h e  i n c o m e  s t a t e m e n t  h a s  b e c o m e  m o r e  i m p o r ­
t a n t  THAN THE B AL ANCE S H E E T .  W I T H  T H I S  S H I F T  I N  E M P H A S I S  TO THE  
I NCOME S T A T E M E N T ,  REVENUE R E C O G N I T I O N  P R I N C I P L E S  HAVE BECOME MORE 
S T R A T E G I C  TO A C C O U N T I N G  THEORY BECAUSE REVENUE R E C O G N I T I O N  A PPEARS  
TO BE THE P R I M E  COMPONENT OF I NCOME D E T E R M I N A T I O N .  I N  A D D I T I O N  TO 
B E I N G  S T R A T E G I C  TO I NCOME D E T E R M I N A T I O N ,  REVENUE R E C O G N I T I O N  
P R I N C I P L E S  A F F E C T  BA L A NCE S HE ET  V A L U A T I O N S .
T h e  I NCOME S T A T E M E N T  AND B A L A NCE S H E E T  ARE THE TWO P R I M A R Y  
F I N A N C I A L  S T A T E M E N T S  WHI CH R E P R E S E NT  THE R E S U L T S  OF THE A D M I N I S ­
T R A T I O N  OF ECONOMI C RESOURCES OF A B U S I N E S S  E N T E R P R I S E .  I t  A P P E A R S ,  
T H E R E F O R E ,  T H A T  A C C O U N T I N G  MUST P R O V I D E  R E L I A B L E  AND E X T E N S I V E  
REPORTS TO E N A B L E  THOSE CHARGED W I T H  SUCH A D M I N I S T R A T I O N  OF RESOURCES  
TO PERFORM T H E I R  D E C I S I O N - M A K I N G  F U N C T I O N  MORE E F F E C T I V E L Y .
W i t h  r e s p e c t  t o  r e v e n u e  r e c o g n i t i o n  p r i n c i p l e s ,  h o w e v e r ,
G E N E R A L L Y  ACCE PTE D A C C O U N T I N G  P R I N C I P L E S  ALLOW THE USE OF MANY
METHODS OF REVENUE R E C O G N I T I O N .  T H E R E F O R E ,  THE O B J E C T I V E  OF T H I S  
S T U D Y  I S TO A N A L Y Z E  AND E V A L U A T E  P R E S E N T L Y  ACCEPTED METHODS OF 
REVENUE R E C O G N I T I O N  AND SOME RECENT PROPOSALS ON T H I S  S U B J E C T  TO 
SEE I F  THERE I S  A METHOD OF REVENUE R E C O G N I T I O N  P E R V A S I V E  ENOUGH 
TO BE CA L L E D  GE N E R A L  I N I T S  A P P L I C A T I O N .
Ba s e d  u p o n  a n  a n a l y s i s  o f  r e v e n u e  r e c o g n i t i o n  p r i n c i p l e s ,  i t
I S  PROPOSED I N  T H I S  S T U D Y  T HA T  THERE SHOULD BE THREE C R I T E R I A  WHI CH
s i g n a l  t h e  r e c o g n i t i o n  o f  r e v e n u e . T h e  t h r e e  c r i t e r i a  p r o p o s e d
A R E :  ( 1 )  THE P R O D U C T I V E  PROCESS MUST HAVE BEEN PERFORMED OR S E R V I C E S
MUST HAVE BEEN RE N DE RE D ,  AT  L E A S T  TO THE E X T E N T  OF R E C O G N I T I O N ,
( 2 )  THE AMOUNT OF REVENUE MUST BE M E A S U R A B L E  I N  MONET ARY T E R M S ,
AND ( 3 )  A V O L U N T A R Y  MARKE T  T R A N S A C T I O N  OR E X E CU T ORY  CONTRACT MUST 
HAVE A L R E A D Y  T A K E N  PLACE BETWEEN THE A C C O U N T I N G  E N T I T Y  I N Q U E S T I O N  
AND AN I N D E P E N D E N T  P A R T Y  D E A L I N G  W I T H  THE S P E C I F I C  GOODS OR S E R V I C E S  
I N  Q U E S T I O N .
T h e  P R E C E D I N G  THREE C R I T E R I A  ARE BASED UPON THE F O L L O WI N G  
A N A L Y S I S .  E v e r y  B U S I N E S S  O R G A N I Z A T I O N  HAS A P R I M A R Y  F U N C T I O N  WHI CH  
AP PE A RS TO BE THE G E N E R A T I O N  OF R E V E N U E ;  T H A T  I S ,  THE PROCESS OF 
C R E A T I N G  P O T E N T I A L  U T I L I T Y  I N  THE FORM OF GOODS OR S E R V I C E S .  THE  
C R E A T I O N  OF P O T E N T I A L  U T I L I T Y  AP P EA RS  TO BE AN EX POST F ACT O C O N C E P T .
T h a t  i s ,  u t i l i t y  c a n n o t  b e  s a i d  t o  b e  c r e a t e d  i n  t h e  f o r m  o f
S P E C I F I C  GOODS OR S E R V I C E S  U N T I L  THE C R E A T I O N  OF U T I L I T Y  HAS BEEN 
ACKNOWLEDGED BY THE M A R K E T .  HOWEVER,  THE A CT  OF ACKNOWLEDGMENT BY 
THE MARKET I S  R E T R O A C T I V E  I N  THE SENS E  T HA T  THE ACT  OF ACKNOWLEDG­
MENT I S  A REWARD FOR PAST  P E RF ORMA NCE .
I N  A D D I T I O N ,  I T  I S  ASSUMED T HA T  THE R E S P O N S I B I L I T Y  OF THE
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ACCOUNTANT I S  TO PROVI DE  I N F O R M A T I O N  CONCERNI NG REVENUE R E C O G N I T I O N  
T HAT  I S TO BE USED AS A D E C I S I O N - M A K I N G  BASE BY THE S T A T E M E N T  US E R S .
T h u s ,  i t  a p p e a r s  t h a t  t h e ,  a c c o u n t a n t  w o u l d  w a n t  t o  p r o v i d e  s t a t e m e n t
USERS WI T H  THE MOST DE P E N DA B L E  I N F O R M A T I O N  OF WHI CH HE I S C A P A B L E .
S i n c e  t h e  n e e d s  o f  s t a t e m e n t  u s e r s  a r e  s o  d i v e r s e ,  i n f o r m a t i o n  o f
T H I S  TYPE WOULD P RO V I DE  A STANDARD D E C I S I O N - M A K I N G  BASE FROM WHI CH 
A L L  S T A T E M E N T  USERS COULD I NDUCE T H E I R  OWN I NF E RE NCE S  RATHER THAN 
THE ACCOUNTANT T R Y I N G  TO MAKE I NF E RE NC E S  FOR T HEM.  I T  A P P E A R S ,  
T HE R E F O R E ,  T HA T  I N F O R M A T I O N  BASED UPON A VERY H I G H  DEGREE OF 
C E R T A I N T Y  I S  OF MORE VAL UE  TO S T A T E ME N T  USERS THAN H I G H L Y  S U B J E C T I V E  
I N F O R M A T I  ON.
I N RECENT DECADES THE T I M I N G  OF REVENUE R E C O G N I T I O N  HAS BEEN 
G E N E R A L L Y  AGREED UPON BY MOST I N T E R E S T E D  P A R T I E S .  HOWEVER,  THERE 
HAS NOT BEEN AGREEMENT ON A S I N G L E  METHOD FOR D E T E R M I N I N G  THE T I M I N G  
OF REVENUE R E C O G N I T I O N .  I N  F A C T ,  THERE A P PEAR TO BE FOUR METHODS OF 
REVENUE R E C O G N I T I O N  WHI CH ARE CONS I DE R E D G E N E R A L L Y  A CCEPTED BY 
MEMBERS OF THE A CCOUNT I NG P R O F E S S I O N .  THE FOUR METHODS ARE U S U A L L Y  
REFERRED TO AS CASH R E C E I P T ,  P R O D U C T I O N ,  A C C R E T I O N ,  AND S A L E  B A S I S .
T h e  CASH R E C E I P T  METHOD RE C OGNI Z E S  REVENUE WHEN CASH I S R E C E I V E D  
FROM THE CUSTOMER I N PAYMENT FOR A P RE V I O US  S A L E .  THE CASH R E C E I P T  
APPROACH TO REVENUE R E C O G N I T I O N  I S  U S U A L L Y  DEFENDED ON THE GROUNDS 
T HAT  REVENUE SHOULD NOT BE R E C OG NI Z E D U N T I L  THE A S S E T  OR ASSETS 
EXCHANGED FOR GOODS OR S E R V I C E S  I S A V A I L A B L E  AS I M M E D I A T E  PURCHASI NG 
POWER.  AS A RESULT  OF THE P R E C E D I N G  R E A S O N I N G ,  THE CASH R E C E I P T  
METHOD I S C O NS I DE R E D A VERY C O N S E R V A T I V E  APPROACH TO REVENUE 
R E C O G N I T I  ON.
T h e  c a s h  r e c e i p t  m e t h o d  o f  r e v e n u e  r e c o g n i t i o n  i s  r e j e c t e d  i n
T H I S  S T U D Y  AS NOT B E I N G  ADEQUAT E UNDER MOST C I R C U M S T A N C E S .  THE 
REASON FOR R E J E C T I N G  T H I S  METHOD I S T H A T  I N THOSE C I R C U M S T A N C E S  
WHERE THE MARKET  HAS ACKNOWLEDGED THE E X I S T E N C E  OF REVENUE BY A 
MARKET  T R A N S A C T I O N  OR E XE CU T ORY  CO NT RA CT  THERE I S NO A P P A R E N T  REASON 
FOR W A I T I N G  FOR THE R E C E I P T  OF CASH TO RE C O G N I Z E  R E V E N U E .
T h e  p r o d u c t i o n  m e t h o d  a p p r o a c h  r e c o g n i z e s  r e v e n u e  a s  t h e
PROCESS OF P R O D U C T I O N  TAKES P L A C E .  MOST AUTHORS OF A C C O U N T I N G  AGREE 
T H A T  THE P R O D U C T I O N  PROCESS I S  PERFORMED FOR THE PURPOSE OF C R E A T I N G  
P O T E N T I A L  U T I L I T Y .  HOWEVER,  I T  APPEARS T HA T  I N THOSE C I R C U M S T A N C E S  
WHERE THE P R O D U C T I V E  PROCESS HAS NOT BEEN I N I T I A T E D  AS A RE S U L T  OF 
AN AGREEMENT BETWEEN I N D E P E N D E N T  P A R T I E S ,  REVENUE SHOUL D NOT BE 
R E C O G N I Z E D  U N T I L  SUCH AGREEMENT I S R E A C H E D .  I F  AN AGREEMENT BETWEEN 
I N D E P E N D E N T  P A R T I E S  HAS BEEN RE ACHED,  WHAT A PPEARS TO BE THE 
N E C E S S A R Y  DEGREE OF C E R T A I N T Y  AS TO THE E X I S T E N C E  OF REVENUE HAS 
BEEN E S T A B L I S H E D  AND REVENUE CAN BE R E C O G N I Z E D  AS P R O D U C T I O N  TAKES 
P L A C E .
T h e  A C C R E T I O N  METHOD OF REVENUE R E C O G N I T I O N  I S  S I M I L A R  TO THE  
P R O D U C T I O N  METHOD E X C E P T  T HA T  I T  PER/ TA I NS TO A S S E T S  WHI CH I N CR EA S E  
I N  V AL UE AS A R E S U L T  OF GROWTH OR OTHER NA T URAL  P R O C E S S E S .  THE  
SAME O B J E C T I O N  A P P L I E S  TO THE A C C R E T I O N  METHOD OF REVENUE RECOG­
N I T I O N  AS TO THE P R O D U C T I O N  M E T H O D .
A c c o r d i n g  t o  t h e  s a l e  b a s i s ,  r e v e n u e  s h o u l d  b e  r e c o g n i z e d  a t
THE P O I N T  OF S A L E .  D E T E R M I N A T I O N  OF P R E C I S E L Y  WHEN THE P O I N T  OF 
S A L E  OCCURS MAY BE D I F F I C U L T  I N  SOME C A S E S .  HOWEVER,  AS A GENERAL  
RULE THE P O I N T  OF S A L E  I S C O N S I D E R E D  TO BE THAT P O I N T  I N T I M E  WHERE
THE S E L L E R  AND BUYER EXCHANGE A S S E T S .  THE A S S E T  OR A S S E T S  R E C E I V E D  
BY THE S E L L E R  SHOULD BE R E L A T I V E L Y  L I Q U I D  AND S U B J E C T  TO O B J E C T I V E  
M E A S U R E M E N T .  T H I S  EXCHANGE OF A S S E T S  APPEARS TO S A T I S F Y  THE MAJOR  
R E Q U I R E M E N T  FOR R E C O G N I T I O N  OF REVENUE PROPOSED I N  T H I S  S T U D Y .  T H A T  
I S ,  THE EXCHANGE OF A S S E T S  ( a MARKET  T R A N S A C T I O N )  P R O V I D E S  WHAT 
A P P E A R S  TO BE THE NEEDED DEGREE OF C E R T A I N T Y  T H A T  U T I L I T Y  WAS 
CREA TED I N THE FORM OF GOODS OR S E R V I C E S .
A l t h o u g h  t h e  s a l e  b a s i s  i s  t h e  m o s t  w i d e l y  a c c e p t e d  m e t h o d  o f
REVENUE R E C O G N I T I O N ,  I T  I S SO NARROW I N I T S  A P P L I C A T I O N  T H A T  I N 
SOME S I T U A T I O N S  OTHER METHODS OF REVENUE R E C O G N I T I O N  MUST BE USED 
TO D E T E R M I N E  I NCOME P R O P E R L Y .  FOR E X A M P L E ,  I N  S I T U A T I O N S  WHERE 
P R O D U C T I O N  I S UNDER L O N G - T E R M  C O N T R A C T ,  THE P E R C E N T A G E - O F - C O M P L E T I  0 N 
METHOD OF REVENUE R E C O G N I T I O N  I S U S E D .  ANOT HE R EXAMPLE I S ONE I N 
W H I C H  THE PRODUCT HAS A GUARANTEED S E L L I N G  R R I C E  AND THE P R O D U C T I O N  
METHOD OF REVENUE R E C O G N I T I O N  I S RECOMMENDED FOR USE.
Ho w e v e r ,  t h e  f a c t  t h a t  t h e  s a l e  b a s i s  n e c e s s i t a t e s  t h e  u s e  o f
OT H E R METHODS OF REVENUE R E C O G N I T I O N  I S  ONE OF THE REASONS FOR 
P R O P O S I N G  THE REVENUE R E C O G N I T I O N  STANDARD S E T  FORTH I N  CH A P T E R  I I .
I t a p p e a r s  t h a t  t h e  m e t h o d  p r o p o s e d  i n  C h a p t e r  I I  h a s  t h e  a d v a n t a g e
OF R E D U C I N G  THE NUMBER OF REVENUE R E C O G N I T I O N  METHODS NEEDED TO 
D E T E R M I N E  I NCOME BECAUSE A MARKET T R A N S A C T I O N  I S  MORE B ROA DL Y  
D E F I N E D  THAN UNDER THE S A L E  B A S I S .  ADVOCA T E S  OF THE S A L E  B A S I S  
D E F I N E  A M A R K E T  T R A N S A C T I O N  TO I N C L U D E  THE EXCHANGE OF GOODS OR 
S E R V I C E S  FOR R E L A T I V E L Y  L I Q U I D  A S S E T S .  HOWEVER,  I T  I S  PROPOSED I N  
T H I S  ST UDY  T H A T  A MARKET T R A N S A C T I O N  SHOULD I N C L U D E  E X ECU T ORY CON­
T R A C T S  AS W E L L .  T h u s ,  t h e  m e t h o d  OF REVENUE R E C O G N I T I O N  PROPOSED
I N  T H I S  S T U D Y  I S  BROADER THAN THE S A L E  B A S I S  A N D ,  AS A R E S U L T , 
AP PE A R S  TO REDUCE THE NEED FOR A D D I T I O N A L  METHODS OF REVENUE 
R E C O G N I T I O N .
E v e n  t h o u g h  t h e  s a l e  b a s i s  i s  p r e s e n t l y  t h e  m o s t  w i d e l y
ACCE P TE D METHOD OF REVENUE R E C O G N I T I O N ,  THERE ARE ALWAYS PROPOSALS 
FOR CHANGE FROM MEMBERS OF THE A C C O U N T I N G  P R O F E S S I O N .  THREE OF THE 
MORE RECENT PROPOSALS WHI CH A PP E AR TO RE P RES E NT  A C R O S S - S E C T I O N  ARE 
THOSE P RESENTE D BY ROBERT T .  SPROUSE AND M A U R I C E  M O O N I T Z ,  THE
A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ' s C o m m i t t e e  o n  t h e  Re a l i z a t i o n  
C o n c e p t ,  a n d  C h a r l e s  T .  H o r n g r e n .
S p r o u s e  a n d  M o o n i t z  s t a t e  t h a t  r e v e n u e  r e p r e s e n t s  a  m e a s u r e ­
m e n t  o f  t h e  e x c h a n g e  v a l u e  o f  t h e  g o o d s  o r  s e r v i c e s  o f  a  b u s i n e s s  
e n t e r p r i s e . S p r o u s e  a n d  Mo o n i t z  a l s o  i n d i c a t e  t h a t  r e v e n u e  s h o u l d
BE I D E N T I F I E D  W I T H  THE P E R I O D  D U R I N G  WHI CH THE MAJ OR ECONOMI C 
A C T I V I T Y  N E C E S S A R Y  TO CREATE AND D I S P O S E  OF THE GOODS OR S E R V I C E S  
T AKES P L A C E .  HOWEVER,  SPROUSE AND M O O N I T Z  Q U A L I F Y  THE P R E C E D I N G  BY 
S T A T I N G  THAT REVENUE SHOUL D NOT BE I D E N T I F I E D  W I T H  THE P E R I O D  OF 
MAJ OR ECONOMI C A C T I V I T Y  UNL E SS  AN O B J E C T I V E  ME ASUREMENT  OF EXCHANGE 
V A L U E  I S A V A I L A B L E .
U s i n g  t h e  S p r o u s e  a n d  M o o n i t z  d e f i n i t i o n  o f  o b j e c t i v i t y  
( u n b i a s e d : s u b j e c t  t o  v e r i f i c a t i o n  b y  a n o t h e r  c o m p e t e n t  i n v e s t i ­
g a t o r ) ,  REVENUE COULD BE R E C O G N I Z E D  AS E A R L Y  AS THE B E G I N N I N G  OF 
THE P R O D U C T I O N  PROCESS AND AS L A T E  AS THE D E L I V E R Y  OF THE PRODUCT  
OR THE PERFORMANCE OF S E R V I C E S .
Ho w e v e r ,  i n .^s o m e  s i t u a t i o n s  w h e r e  S p r o u s e  a n d  M o o n i t z  r e c o m ­
m e n d  R E C O G N I Z I N G  REVENUE P R I O R  TO THE T R A D I T I O N A L  P O I N T  OF S A L E ,  I T
APPEARS T HA T  T H E I R  CONCERN I S MORE W I T H  THE DEGREE OF C E R T A I N T Y  
T HA T  THE PRODUCT W I L L  BE SOLD THAN W I T H  O B J E C T I V I T Y  OF MEA S U R E M E N T .  
| T  A PPEARS T HAT  BY U S I N G  THE Sp ROUS E  AND MOON I T 2  D E F I N I T I O N  OF 
O B J E C T I V I T Y  I T  I S P O S S I B L E  TO A R R I V E  AT AN O B J E C T I V E  MEASURE OF THE 
EXCHANGE V A L UE  OF A L MOS T  ANY PRODUCT OR S E R V I C E .  YET SPROUSE AND
M o o n i t z  a p p e a r  t o  r e c o m m e n d  r e c o g n i t i o n  o f  r e v e n u e  a f t e r  p r o d u c t i o n
BUT P R I O R  TO THE P O I N T  OF S A L E  FOR P R I M A R I L Y  THOSE PRODUCTS WHI CH 
ARE SUPPORTED I N  SOME MANNER BY THE F E DERA L  GOV E RNMENT .  THESE 
PRODU CT S ,  OF COURSE,  ARE E A S I L Y  S U B J E C T  TO O B J E C T I V E  ME A S UR E ME NT .
Ho w e v e r ,  i n  a d d i t i o n  t o  p r o v i d i n g  f o r  a n  o b j e c t i v e  m e a s u r e m e n t  o f
EXCHANGE V A L U E ,  GOVERNMENT S UP PORT  OF PRODUCTS P R O V I D E S  A VE RY  H I G H  
DEGREE OF C E R T A I N T Y  T HA T  T HESE PRODUCTS W I L L  BE S O L D .  T H E R E F O R E ,  
GOVERNMENT S UP P ORT  P R O V I D E S  THE V E R I F I A B L E  C E R T A I N T Y ,  THE MAJOR 
C R I T E R I A  FOR REVENUE R E C O G N I T I O N  PROPOSED I N T H I S  S T U D Y ,  T HA T  
U T I L I T Y  WAS OR WAS NOT CREATED BY THE P R O D U C T I V E  PROCESS OF THE 
P A R T I C U L A R  B U S I N E S S  E N T E R P R I S E ,
I N  MOST C I R C U M S T A N C E S ,  HOWEVER,  SPROUSE AND M O O N I T Z  RECOMMEND 
T H A T  REVENUE BE R E C O G N I Z E D  WHEN THERE HAS BEEN A S A L E  OR OTHER 
T RA N S F E R  I F  THE EXCHANGE V A L U E  OF REVENUE CAN BE O B J E C T I V E L Y  
M E A S U R E D .  THE REVENUE R E C O G N I T I O N  METHOD PROPOSED I N  T H I S  ST UDY  
A L S O  RECOMMENDS R E C O G N I T I O N  OF REVENUE AT THE T I M E  OF S A L E  OR 
OTHER T RA N S F E R  BECAUSE THE PROPOSED THREE C R I T E R I A  WHI CH S I G N A L  
R E C O G N I T I O N  A P P EA R TO BE S A T I S F I E D ;  T HA T  I S ,  P R O D U C T I O N  HAS BEEN 
PERFORMED OR S E R V I C E S  HAVE BEEN RENDERED AT L E A S T  TO THE E X T E N T  OF 
R E C O G N I T I O N ,  THE EXCHANGE V A L UE  OF REVENUE I S  M E A S UR A B L E  I N  MONETARY 
T ERMS,  AND A MARKET  T R A N S A C T I O N  HAS OCCURRED.
A SECOND RECENT PROPOSAL I S T HA T  S U B M I T T E D  BY THE A M E R I C A N
A c c o u n t i n g  A s s o c i a t i o n  C o m m i t t e e  o n  t h e  R e a l i z a t i o n  C o n c e p t . W i t h
R E S P E C T  TO WHEN REVENUE SHOULD BE RECORDED I N  THE ACCOUNTS AS A 
P A RT  OF O P E R A T I N G  I N C O M E ,  THE C O M M I T T E E  F E E L S  T HA T  THREE T ES T S  MUST 
BE S A T  I S I F I  E D . F l R S T ,  THE V AL UE OF THE A S S E T  R E C E I V E D  BY THE S E L L E R  
I N  EXCHANGE FOR GOODS O R T S E R V I C E S  MUST BE S U B J E C T  TO O B J E C T I V E  
M E A S U R E M E N T .  A L T HOUGH THE C O M M I T T E E  D I D  NOT S P E C I F I C A L L Y  S T A T E  
T H E I R  D E F I N I T I O N  OF O B J E C T I V I T Y ,  I T  APPEARS T H A T  T HEY  S U B S C R I B E  TO 
ONE S I M I L A R  TO THE ONE USED BY SPROUSE AND M O O N I T Z  AND A L S O ADVOCAT ED 
I N  T H I S  S T U D Y .
T h e  SECOND T E S T  PROPOSED BY THE C O M M I T T E E  S T A T E S  T H A T  A 
MARKE T  T R A N S A C T I O N  MUST HAVE OCCURRED BEFORE REVENUE CAN BE RECOG­
N I Z E D  I N THE ACCOUNTS AS A PART OF O P E R A T I N G  I N C O M E .  A MARKET 
T R A N S A C T I O N ,  A C C O R D I N G  TO THE C O M M I T T E E ,  I S  AN ECONOMI C EVENT 
D I R E C T L Y  I N V O L V I N G  THE PA RT Y  WHOSE RECORDS ARE B E I N G  K E P T j  THE 
S P E C I F I C  GOODS OR S E R V I C E S  I N Q U E S T I O N ;  AND AT L E A S T  ONE OTHER 
I N D E P E N D E N T ,  E X T E R N A L  P A R T Y .  T H I S  T E S T  MEANS T HA T  I N THOSE S I T ­
U A T I O N S  WHERE A MARKET T R A N S A C T I O N  DOES NOT PRECEDE P R O D U C T I O N ,  
R E C O G N I T I O N  OF REVENUE ON I TEMS A L R E A D Y  PRODUCED MUST A W A I T  A 
MARKET T R A N S A C T I O N ,  EVEN THOUGH THE EXCHANGE V A L UE  OF THE GOODS 
CAN BE O B J E C T I V E L Y  M E A S U R E D .  T h I S  CONCEPT OF A MARKET T R A N S A C T I O N  
I S  C O N S I S T E N T  W I T H  THE ONE PROPOSED I N  T H I S  S T U D Y  BECAUSE A MA RK ET  
T R A N S A C T I O N  SUCH AS THE ONE PROPOSED BY THE C O M M I T T E E  P R O V I D E S  
V E R I F I A B L E  C E R T A I N T Y  AS TO THE E X I S T E N C E  OF R E V E N U E .  HOWEVER,  THE  
C O M M I T T E E ' S  D E F I N I T I O N  OF A MA RK E T  T R A N S A C T I O N  I S NOT I N  AGREEMENT  
W I T H  THE ONE PROPOSED BY SPROUSE AND MOON I T Z  BECAUSE SPROUSE AND
M o o n i t z  s t a t e  t h a t  t h e  b u s i n e s s  e n t e r p r i s e  i n  q u e s t i o n  n e e d  n o t  b e  
A p a r t y  t o  t h e  m a r k e t  t r a n s a c t i o n .
T h e  e x t e n t  t o  w h i c h  s e r v i c e s  h a v e  b e e n  p e r f o r m e d  i s  t h e  c o n ­
c e r n  OF THE T H I R D  T E S T  PROPOSED BY THE C O M M I T T E E .  T H I S  T H I R D  T E S T  
REVOLVES AROUND THE R E C E I P T  OF CAS H.  I F  CASH I S  R E C E I V E D  AND SER­
V I C E S  ARE PERFORMED I N THE SAME A C C O U N T I N G  P E R I O D ,  NO PROBLEM  
CONC E R N I N G  REVENUE R E C O G N I T I O N  I S P R E S E N T E D .  I f  CASH HAS BEEN  
R E C E I V E D  BUT  NOT A L L  OF THE S E R V I C E S  HAVE BEEN P ERF ORME D,  THE  
C O M M I T T E E  RECOMMENDS R E C O G N I T I O N  OF REVENUE TO THE E X T E N T  T HA T  
S E R V I C E S  HAVE BEEN P E RF ORME D.  | N THOSE S I T U A T I O N S  WHERE,  A CC OR DI NG  
TO THE C O M M I T T E E ,  THE MAJOR ECONOMI C A C T I V I T Y  HAS BEEN P ERF ORMED,  
THE C O M M I T T E E  RECOMMENDS T H A T  A L L  OR PART  OF THE REVENUE SHOUL D BE 
R E C OG N I Z E D  I N THE ACCOUNTS AS A PART OF O P E R A T I N G  I N C O M E .  I F ,  I N  
THE P R E C E D I N G  S I T U A T I O N ,  AN E XE CU T ORY  CONT RACT  HAS BEEN S I G N E D ,  I T  
APPEARS T H A T  REVENUE CAN BE R E C O G N I Z E D  TO THE E X T E N T  T HA T  S E R V I C E S  
HAVE BEEN PE RF ORME D.  HOWEVER,  I F  THERE HAS NOT BEEN ANY AGREEMENT  
BETWEEN BUYER AND S E L L E R  W H I C H  ACKNOWLEDGES T H A T  THE P A R T I C U L A R  
F I R M  HAS CREATED U T I L I T Y  OR W I L L  CREATE U T I L I T Y  AND I F  NO S E R V I C E S  
HAVE BEEN P ERF ORME D,  I T  A P P E A R S  T HA T  I T  WOULD BE UNSOUND TO RECOG­
N I Z E  R E V E N U E .  THE R A T I O N A L E  FOR D E C L A R I N G  THE P R E C E D I N G  E L - L K M  L !■! 
RE C OMMEN DA T I ON OF T HE C O M M I T T E E  UNSOUND I S T H A T  THE F I R S T  AND T H I R D  
C R I T E R I A  OF THE REVENUE R E C O G N I T I O N  METHOD PROPOSED I N  T H I S  ST UDY  
ARE NOT S A T I S F I E D .
C h a r l e s  T .  Ho r n g r e n  s u b m i t s  t h e  t h i r d  o f  t h e  t h r e e  r e c e n t  
p r o p o s a l s . Ho r n g r e n  s t a t e s  t h a t  h i s  a p p r o a c h  a d v o c a t e s  a  l i b e r a l
R E C O G N I T I O N  T E S T  AND A S T R I C T  R E A L I Z A T I O N  T E S T .  ON THE M A T T E R  OF
A R E C O G N I T I O N  T E S T ,  HORNGREN S T A T E S  T HA T  I F  A V A L U E  I N C R E A S E  CAN BE 
MEASURED O B J E C T I V E L Y  THEN SUCH V A L U E  I N CR E A SE  SHOUL D BE RECORDED I N 
THE ACCOUNTS BUT NOT AS A P A RT  OF O P E R A T I N G  I N C O M E .  A C C O R D I N G  TO
Ho r n g r e n ,  v a l u e  i n c r e a s e s  m u s t  s a t i s f y  t h r e e  t e s t s  b e f o r e  t h e y
SHOULD BE R E C O G N I Z E D  AS A PART OF O P E R A T I N G  I N C O M E .  A l l  THREE  
T E S T S  MUST BE S A T I S F I E D  BUT NOT N E C E S S A R I L Y  I N  A NY  P A R T I C U L A R  
O R D E R .
T h e  f i r s t  t e s t  H o r n g r e n  l i s t s  i s  t h a t  t h e r e  s h o u l d  b e  a n
O B J E C T I V E  MEASUREMENT OF THE EXCHANGE V A L UE  OF THE GOODS AND
s e r v i c e s . Ho r n g r e n  a p p a r e n t l y  d e f i n e s  o b j e c t i v i t y  i n  t h e  s a m e  
m a n n e r  a s  S p r o u s e  a n d  Mo o n i t z  a n d  t h e  A m e r i c a n  A c c o u n t i n g  A s s o c i ­
a t i o n ' s  C o m m i t t e e  o n  t h e  Re a l i z a t i o n  C o n c e p t . Ho r n g r e n  e m p h a s i z e s ,  
h o w e v e r ,  t h a t  o b j e c t i v e  m e a s u r e m e n t  i s  a  n e c e s s a r y  c o n d i t i o n  t o  
r e v e n u e  r e c o g n i t i o n  b u t  n o t  a  s u f f i c i e n t  c o n d i t i o n  b y  i t s e l f .
As a s e c o n d  t e s t ,  H o r n g r e n  f e e l s  t h a t  a  m a r k e t  t r a n s a c t i o n  
m u s t  e x i s t  b e f o r e  r e v e n u e  s h o u l d  b e  r e c o g n i z e d  i n  t h e  a c c o u n t s  a s  
o p e r a t i n g  i n c o m e .  A m a r k e t  t r a n s a c t i o n ,  a c c o r d i n g  t o  H o r n g r e n ,  i s
AN E CONOMI C E V E NT  O R I G I N A T E D  BY THE V O L U N T A R Y  I N T E R A C T I O N  BETWEEN 
THE P A R T I C U L A R  B U S I N E S S  E N T E R P R I S E  I N  Q U E S T I O N  AND SOME OTHER
e n t i t y . T h e r e f o r e ,  a c c o r d i n g  t o  H o r n g r e n ,  f o r  a  m a r k e t  t r a n s a c t i o n
TO E X I S T  THE A C C O U N T I N G  E N T I T Y  I N Q U E S T I O N  MUST BE A P A R T Y  TO THE  
E V E N T .  T h i s  d e f i n i t i o n  i s  s i m i l a r  t o  t h e  ONE PROPOSED b y  t h e  
A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  a n d  t h e - o n e  p r o p o s e d  i n  t h i s  r e p o r t
BUT THE D E F I N I T I O N  I S  CONTRARY TO THE ONE PROPOSED BY SPROUSE AND
Mo o n  I t z .
T h e  e x t e n t  t o  w h i c h  r e s t r i c t i o n s  a g a i n s t  a s s e t s  a r e  r e m o v e d
THE CONCERN OF HO R N G R E N ' S  L A S T  T E S T .  B y REMOVAL OF R E S T R I C T I O N S
Ho r n g r e n  i s  r e f e r r i n g  t o  t h e  r e l i e f  o f  a  l i a b i l i t y  w h i c h  i s
E N C U M B E R I N G  AN A S S E T .  A  GOOD E X A M P L E  OF T H I S  S I T U A T I O N  I S  WHEN 
CUSTOMERS MAKE CASH A D V A N C E S .
Ho r n g r e n ' s  a p p r o a c h  i s  d i s s i m i l a r  t o  t h e  o n e  p r o p o s e d  b y  
S p r o u s e  a n d  M o o n i t z  b u t  i s  s i m i l a r  t o  t h e  o n e  p r o p o s e d  b y  t h e  
A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n . I n a d d i t i o n ,  t h e  a p p r o a c h  t o  
r e v e n u e  r e c o g n i t i o n  p r o p o s e d  b y  H o r n g r e n  a n d  t h e  o n e  p r o p o s e d  i n
T H I S  REPORT Y I E L D  S U B S T A N T I A L L Y  THE SAME R E S U L T S .  HOWEVER,  T H I S  
ACCORD I S BY C O I N C I D E N C E  AND NOT BY C O N S C I O U S  D E S I G N .
A p p a r e n t l y  t h e  o n l y  d i s a g r e e m e n t  b e t w e e n  t h e  r e v e n u e  r e c o g ­
n i t i o n  m e t h o d  p r o p o s e d  i n  t h i s  s t u d y  a n d  t h e  m e t h o d  p r o p o s e d  i n  
A c c o u n t i n g  Re s e a r c h  S t u d y  No . 3  a n d  t h e  A m e r i c a n  A c c o u n t i n g  
A s s o c i a t i o n  C o m m i t t e e  Re p o r t  i s  i n  t h o s e  s i t u a t i o n s  w h e r e  i t  i s
RECOMMENDED T H A T  REVENUE BE R E C O G N I Z E D  P R I O R  TO ACKNOWLEDGMENT BY 
THE M A R K E T .  THE D I S A G R E E M E N T  I S  BASED ON THE B E L I E F  T HA T  REVENUE 
SHOULD NOT BE R E C O G N I Z E D  AS P A RT  OF O P E R A T I N G  I NCOME U N T I L  THE 
C R E A T I O N  OF U T I L I T Y  HAS BEEN ACKNOWLEDGED BY THE M A R K E T .  THE 
PROPOSAL  MADE BY HORNGREN AND THE ONE MADE I N  T H I S  S T U D Y  Y I E L D  
S U B S T A N T I A L L Y  THE SAME RESUL T S —  BY C O I N C I D E N C E  AND NOT BY 
C O N S C I O U S  D E S I G N .
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May 861 Arizona Steel Supply Company I f 1 1 6 10 1 1 6 10
28 876 Loose Knot Lumber Combanx Oi­ < 1 9 1 8 60 1 9 1 8 60
29 878 Steel Products Combanx ta. S ' 3 1 4 2 31 3 1 4 2 31
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INTRODUCTION
The transactions of. this practice set, which are designed to illustrate both corporation and manu­
facturing accounting, are assumed to be those completed during one month by Boswell Manufactur­
ing Company, a corporation engaged in the manufacture of office furniture.
In completing the set you, the student, are to act as head bookkeeper and as such be responsible 
for the accounting records of the company. However, it is assumed that the actual bookkeeping 
work is divided between the head bookkeeper, an assistant bookkeeper, and the corporation secre­
tary. The head bookkeeper records sales, voucher register, check register, cash receipt, and mis­
cellaneous general journal transactions. The assistant bookkeeper keeps the payroll records and 
the Fixed Asset Ledger. He also acts as petty cashier. The corporation secretary keeps the Subscribers’ 
Ledger, the Stockholders’ Ledger, and other stockholder records. Clerical work in the solution of the 
set is reduced to a minimum so that you, the student, may concentrate on the accounting principles 
involved.
Boswell Manufacturing Company has been in business approximately four years. It closes its books 
annually on each June 30. You are to record the company’s transactions for the month of June, post, 
and prepare the annual statements. Before beginning this work you should note the following in regard 
to the records of the company.
Sales Transactions. In order to save recording labor, Boswell Manufacturing Company follows the 
practice of posting sales invoices directly to its customer accounts. (See page 187 of your text.) Con­
sequently, at the time of each sale you are to post the invoice amount directly to the customer’s account 
in the Accounts Receivable Ledger; assume that the invoice is filed numerically; and at the end of the 
month, from the list of sales invoices given, make a general journal entry to record all of the sales 
of the month.
General Ledger. The general ledger accounts are opened and the June 1 balances are entered. In 
each case the entered amount is the account’s balance after the transactions of the first eleven months 
of the accounting period have been posted.
A chart of general ledger accounts is reproduced on the back of the general ledger division page 
to aid in recording transactions and in posting.
Accounts Receivable Ledger. The June 1 unpaid balances of all customer accounts are entered in the 
subsidiary Accounts Receivable Ledger.
Voucher System. Boswell Manufacturing Company uses a voucher system in which all vouchers are 
recorded at their net amounts and any discounts lost are recorded as an expense. The company’s June 1 
unpaid vouchers are reproduced on the first page of the Voucher Register. Only a portion of the voucher 
register page and only the unpaid vouchers are reproduced.
NARRATIVE OF THE JUNE TRANSACTIONS
IN S T R U C T IO N S ;
Record the fo llow ing transactions. In  recording sales transactions, post the amount o f each sale directly 
to the customer’s account on the day of the sale using the invoice number as the posting reference number. 
Also, post receipts from  customers on the day of the receipts. A ll  other individual postings may be made 
weekly or at the end of the month.
June 1 Voucher No. 880 for $150.00 was approved, and Check No. 877 in its payment was issued to 
Valley Realty Company in payment of the June office rent. (Boswell Manufacturing Company 
owns its factory building but rents office space in a downtown building.)
June 1 Sold finished goods as follows:
Mesa Stationery Shop, Invoice No. 928, $2,301.20.
Office Supply Company, Invoice No. 929, $1,987.50.
(Term s of a ll sales are 2 /1 0 , n /6 0 .)
June 1 Voucher No. 881 and Check No. 878 payable to Valley Trust Company were used to make the 
annual $8,723.05 deposit in the bond sinking fund. (The deed of trust provides for the creation
l - l
of a bond sinking fund by annual deposits with the trustee of the bondholders of amounts that 
with the interest earned will equal $100,000.00 when the bonds are due. It is estimated that the 
fund will earn a net of 3 per cent annually.)
June 1 Voucher No. 882 and Check No. 879 were used to pay the semiannual interest on the bonds.
(The 10-year, 5^ /2 per cent bonds were issued at 101 two years prior to June 1 of the current 
year. The deed of trust provides that Boswell Manufacturing Company is to deliver to Valley 
Trust Company each June 1 and December 1 a check in payment of the semiannual interest on 
the bonds. The trust company acting as trustee for the bondholders then issues individual in­
terest checks to the bondholders.)
IN S T R U C T IO N S :
Enter the voucher in  the Voucher Register and the check in the Check Register; both should be fo r the 
fu ll  amount paid the bondholders. A fte r the voucher and check are entered, record the amortization of 
the discount, w ith a general journal entry.
June 1 Boswell Manufacturing Company classifies its employees into salaried employees and hourly 
wage employees. The salaried employees include the office employees, salesmen, and factory 
supervisory employees. They are paid monthly on the last day of each month. The hourly wage 
employees are the factory workers. They are paid biweekly. Each biweekly pay period ends on 
Friday. The assistant bookkeeper keeps the Payroll Register and other payroll records. On Mon­
day, following the end of each pay period, the assistant bookkeeper gives you, the head book­
keeper, a payroll summary from which general journal entries are made to record the biweekly 
payroll. The employees are paid the following day. The assistant bookkeeper’s factory payroll 
summary for the biweekly pay period ended last Friday, May 29, carried the following infor­
mation:
Direct la b o r ......................................................................................................$4,402.20
Indirect lab or  534.15 $4,936.35
Employees’ F.I.C.A. taxes withheld...............................................................$ 178.94
Employees’ income taxes withheld................................................................ 495.10
Employees’ bond deductions..........................................................................  75.50 749.54
Net P a y ....................................................................................     $4,186.81
Employer’s Taxes:
F.I.C.A. ta x es   $ 178.94
Federal unemployment taxes..................................................................................... 39.49
State unemployment taxes (Merit rating reduces rate to 0.5 per cent.)  24.68
Total Payroll T axes. .................................................................................................  $ 243.11
IN S T R U C T IO N S :
Prepare general journal entries to record the biweekly payroll and the employer’s payroll taxes resulting
from  the payroll.
June 1 Voucher No. 883 in payment of the biweekly payroll was approved and Check No. 880 in its 
payment was issued and deposited in the payroll bank account. Individual payroll checks were 
then prepared for delivery to the employees on Tuesday, June 2.
June 2 Vouchers were approved as follows:
Voucher No. 884 to Loose Knot Lumber Company for the purchase of raw materials having 
an invoice price of $1,545.50, terms 2/10, n/60.
Voucher N o. 885 to Phoenix Tool Company for the purchase of small hand tools having an 
invoice price of $117.25, terms 2/10, n/30.
June 3 Received a report from the sinking fund trustee showing sinking fund earnings during the 
previous year of $262.12. (Since the sinking fund  trustee retains and reinvests the sinking fund  

















The board of directors met and declared a $0.35 per share dividend payable on June 26 to 
stockholders of record of June 20.
The board of directors voted an appropriation of $8,985.17 of retained earnings as an addition 
to the retained earnings appropriated for bonded indebtedness. (The deed of trust provides 
for the appropriation of retained earnings each year equal to the sum of the sinking fund earn­
ings plus the sinking fund deposit.)
Received a check from G. B. Davis and Son, $3,085.84, sale of May 25, less the discount.
Received checks as follows:
Wixon and Moore, $1,883.71, sale of May 26, less the discount.
Office Outfitters, $2,578.04, sale of May 26, less the discount.
For some time the petty cash fund has been larger than required for its expenditures during a 
reasonable period. Consequently, in order to remove the extra cash from the office, the fund 
was reduced by depositing $50.00 of petty cash in the regular bank account.
Issued checks as follows:
Check No. 881 in payment of Voucher No. 876.
Check No. 882 in payment of Voucher No. 878.
At its June 3 meeting the board of directors voted to issue 2,000 additional shares of common 
stock at $12.50 per share, to be sold through subscriptions having terms of 50 per cent cash 
upon acceptance of the subscription contracts and the balance in 20 days. Today the corporation 
secretary reported the acceptance of the subscription contracts and the receipt of $12,500.00 in 
down payments.
Sold finished goods as follows:
Mesa Stationery Shop, Invoice No. 930, $3,185.15.
Commercial Supply Company, Invoice No. 931, $3,097.80.
Vouchers were approved as follows:
Voucher No. 886 to Sun Valley Machinery Co. for the purchase of a new planer for the fac­
tory, $3,250.00, 2/10, n/60, F.O.B. factory.
Voucher No. 887 to Santa Fe Railroad for freight charges on the new planer, $223.50. Issued 
Check No. 883 in payment of this voucher.
Voucher No. 888 to Dixon Steel Products for the purchase of raw materials having an invoice 
price of $908.15, terms 2/10, n/30.
Discounted at 6 per cent the $1,250.00, 6 per cent, 60-day note of A. B. Hall. The note was 
dated April 23 and had been accepted in settlement of Hall’s past-due open account.
Received checks as follows:
Hallcraft Stationery Shop, $3,245.20, sale of April 12 in full.
Mesa Stationery Shop, $2,255.18, sale of June 1, less the discount.
Office Supply Company, $1,947.75, sale of June 1, less the discount.
Discovered that raw materials having an invoice price of $55.50, received from Dixon Steel 
Products on June 9, did not meet specifications. Returned the materials and asked for credit 
for their return.
Issued checks as follows:
Check No. 884 in payment of Voucher No. 861.
Check No. 885 in payment of Voucher No. 884.
Voucher No. 889 and Check No. 886 were used to pay James S. Huggins $267.35 for millwright
work in connection with the installation of the new planer purchased on June 9-
Discovered that Voucher No. 885 had been filed for payment on the tenth day after the date 
on which the invoice was received rather than on the tenth day after the date of the invoice. 
Consequently, the discount on the invoice had been lost. Recorded the discount lost and refiled 
the voucher for payment on June 29, the last day of the credit period.
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June 15 Received a credit memorandum from Dixon Steel Products granting credit for the raw mate­
rials returned on June 11.
June 15 The assistant bookkeeper’s factory payroll summary for the biweekly pay period which ended
June 12 carried the following information:
Direct la b o r ..................................................  $4,295.35
Indirect la b o r ...................................................................................................... 532.70 $4,828.05
Employees’ F.I.C.A. taxes withheld................................................................$ 175.02
Employees’ income taxes withheld.................................................................  485.75
Employees’ bond deductions............................................................................. 75.50 736.27
N et P a y ............................................  $4,091.78
Employer’s Taxes:
F.I.C.A. ta x es .................................................................................................................  $ 175.02
Federal unemployment taxes......................................................................................  38.62
State unemployment taxes..........................................................................................  24.14
Total Payroll Taxes....................................................................................................... $ 237.78
June 15 Voucher No. 890 in payment of the payroll was approved and Check No. 887 in its payment 
was issued and deposited in the payroll bank account. Individual payroll checks were then pre­
pared for delivery to the employees on Tuesday, June 16.
June 15 Amounts deducted from the earnings of four employees were sufficient to purchase $18.75 U.S.
Savings Bonds. Voucher No. 891 payable to Guaranty Bank for the purchase of the bonds was 
approved; and Check No. 888 in its payment was issued and exchanged at the bank for the four 
bonds, which were delivered to the employees.
June 15 Voucher No. 892, payable to Guaranty Bank for $2,461.23, was approved and Check N o. 889 
in its payment was issued. The voucher and check were in payment of the May F.I.C.A. taxes, 
$846.23, and the May employees’ federal income taxes withheld, $1,615.00. The check was de­
livered to the bank in exchange for a federal depository receipt.
June 16 Issued checks as follows:
Check No. 890 in payment of Voucher No. 886.
Check No. 891 in payment of Voucher No. 888 as corrected for the return.
June 16 Vouchers were approved as follows:
Voucher No. 893 to Steel Supply Company for the purchase of factory supplies having an 
invoice price of $278.98, terms 2/10, n/60.
Voucher No. 894 to Mill Products Company for the purchase of raw materials having an 
invoice price of $2,212.20, terms 2/10, n /60.
June 17 Sold finished goods as follows:
Commercial Supply Company, Invoice No. 932, $1,732.85.
Office Outfitters, Invoice No. 933, $2,462.60.
June 17 Received notice from Guaranty Bank that T. T. Privitt had dishonored his $800.00, 60-day, 6 
per cent note due on June 16. Used Voucher No. 895 and Check No. 892 to pay the bank the 
maturity value of the note plus a $2.00 protest fee. Charged the amount to the account of 
T. T. Privitt and canceled the discount liability.
June 18 Received checks as follows:
Commercial Supply Company, $3,035.84, sale of June 8, less the discount.
Mesa Stationery Shop, $3,121.45, sale of June 8 less the discount.
June 19 Vouchers were approved as follows:
Voucher No. 896 to Desert Machine Shop for repairs to factory machinery, $485.55, terms 
n /10  E.O.M.
















Voucher No. 898 to Phoenix Lock Company. The invoice attached was for $1,410.15 of raw 
materials plus $45.90 of freight charges prepaid by the vendor. The invoice was dated June 
16-, terms 2/10, n/60, F.O.B. factory.
Sold finished goods on account as follows:
G. B. Davis and Son, Invoice No. 934, $2,855.35.
Office Supply Company, Invoice No. 935, $2,686.60.
The company officials concluded the account of Valley Stationefy Shop was uncollectible and 
ordered it written off as a bad debt.
Received a credit memorandum from Steel Supply Company for unsatisfactory factory supplies 
having an invoice price of $48.39, received on June 16, Voucher No. 893, and returned on June 
19.
Issued checks as follows:
Check No. 893 in payment of Voucher No. 893 as adjusted for the return.
Check No. 894 in payment of Voucher No. 894.
Voucher No. 899 to Oakville Lumber Company for the purchase of raw materials having an 
invoice price of $3,035.50, terms 2/10, n/60, was approved.
Canceled the discount liability on the A. B. Hall note due on June 22.
Voucher No. 900 in payment of the dividend declared on June 3 was approved and Check No. 
895 in its payment was drawn and deposited in a special dividend bank account. Individual 
dividend checks were then mailed to the stockholders in payment of the dividend.
Received checks as follows:
Commercial Supply Company, $1,698.19, sale of June 17, less the discount.
Office Outfitters, $2,413.35, sale of June 17, less the discount.
Sold finished goods on account as follows:
Office Supply Company, Invoice No. 936, $1,012.85.
Wixon and Moore, Invoice No. 937, $1,542.35.
Issued Check No. 896 in payment of Voucher No. 898.
The assistant bookkeeper’s factory payroll summary for the pay period which ended June 27
carried the following information:
Direct labor ................................................... '..............................................$4,382.50
Indirect labor................................................................................................  535.10 $4,917.60
Employees’ F.I.C.A. taxes withheld.............................................................$ 178.26
Employees’ income taxes withheld  ................................................  494.15
Employees’ bond deductions........................................................................  75.50 747.91
Net P ay ..........................................................................................................................  $4,169.69
Employer’s Taxes:
F.I.C.A. taxes    . $ 178.26
Federal unemployment taxes......................................................................... 39-34
State unemployment taxes............................................................................. 24.59
Total Payroll Taxes.......................    $ 242.19
Voucher No. 901 in payment of the biweekly payroll was approved and Check No. 897 in its
payment was issued and deposited in the payroll bank account. Individual payroll checks were
then prepared for delivery to the employees on Tuesday, June 30.
The assistant bookkeeper’s salary payroll summary for the month of June carried the follow­
ing information:
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Sales salaries and commissions........................................................................ $1,550.00
Officers’ salaries................................................................................................  2,250.00
Office salaries..................................................................................................... 950.00
Factory supervisory salaries     1,300.00 $6,050.00
Employees’ F.I.C.A. taxes withheld.   $ 137.75
Employees’ income taxes withheld.................................................................  712.30
Employees’ bond deductions.............................................................................  52.75 902.80
Net P a y ............................................................................................................. .. $~5,147.20
Employer’s Taxes:
F.I.C.A. ta x e s   $ 137.75
Federal unemployment taxes............................................................................  7.60
State unemployment taxes................................................................................  4.75
Total Payroll Taxes.....................................    $ 150.10
Employer’s Taxes Chargeable to Expense Accounts as Follows:
Payroll Taxes, Factory............................................................    $ 47.13
Payroll Taxes, S elling ......................................................................................... 56.19
Payroll Taxes, Office....................       46.78
Total Payroll Taxes.....................................    $ 150.10
(Before this pay period the earnings of the officers had exceeded $4,800.00, and the earnings of the fac­
tory supervisory and sales employees had exceeded $3,000.00.)
June 29 Voucher No. 902 in payment of the salary payroll was approved and Check No. 898 in its pay­
ment was drawn and deposited in the payroll bank account. Individual payroll checks were
prepared for delivery to the employees on June 30.
June 29 Issued Check No. 899 in payment of Voucher No. 885 as adjusted for the discount lost.
June 29 Received an $811.62 check from T. T. Privitt in full payment of the maturity value of his dis­
honored note, the protest fee, and interest on both for twelve days beyond maturity.
June 29 The corporation secretary reported the receipt of $12,500.00 in full payment of the balance due
on the common stock subscriptions of June 8. He also reported the issuance of the 2,000 shares
of fully paid stock.
June 30 Voucher No. 903 and Check No. 900 were used to replenish the petty cash fund, which showed
expenditures for freight on raw materials, $23.10; factory supplies, $10.15; and office supplies,
$5-45.
June 30 Vouchers were approved as follows:
Voucher No. 904 to George T. Teller for salesman’s traveling expenses, $417.75.
Voucher No. 905 to William Larson for salesman’s traveling expenses, $525.20.
Voucher No. 906 to Cone Lumber Company for the purchase of raw materials having an 
invoice price of $1,255.85, terms 2/10, n /60.
Voucher No. 907 to Public Service Company for the June electric bill, $401.40.
June 30 Issued checks as follows:
Check No. 901 in payment of Voucher N o. 904.
Check No. 902 in payment of Voucher No. 905.
Check No. 903 in payment of Voucher No. 907.
June 30 The file of sales invoices contained the following invoices:
Invoice Vendee A m ount
92 8 ........ Mesa Stationery Shop $ 2,301.20
92 9 ........ Office Supply Company......................................................  1,987.50
93 0 ........ Mesa Stationery Shop................................................................  3,185.15
93 1 ........Commercial Supply Company..................................................  3,097.80
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93 2 ........Commercial Supply Company................................................ $1,732.85
93 3 ........Office Outfitters......................................................................  2,462.60
93 4 ........G. B. Davis and Son..............................................................  2,855.35
93 5 ........Office Supply Company..........................................................  2,686.60
93 6 ........Office Supply Company.  ..................................................  1,012.85
93 7 ........Wixon and Moore..........  ......................................................................  . 1,542.35
$22,864.25
IN S T R U C T IO N S :
<7. Post any amounts still to be posted individually from  the journals.
-/ 2, Foot and cross-foot the special journals and complete the month-end postings. 
v 3. Prepare a tr ia l balance in  the tria l balance columns of a work sheet.
4. Complete the work sheet using the fo llow ing inform ation;
a)  Allowance for bad debts an additional 1/4 o f 1 per cent of the year's sales less returns.
b ) Office supplies inventory, $143.15;
c) Shipping supplies inventory, $354.60.
d )  Factory supplies inventory, $873.65.
e ) Expired insurance chargeable to:
Taxes and Insurance, Factory.......................................................................... $1,085.80.
Taxes and Insurance, S e llin g ........................   78.45.
Taxes and Insurance, G e n e ra l........................................................................ 61.60.
f )  Depreciation of office equipment, $671.71.
g )  Small tools written off, $565.90.
h ) Depreciation of factory machinery, $6,989.34■
i )  Depreciation of factory building, $2,707.87.
j )  D irect labor wages of $785.70 and indirect labor wages of $108.15 have been earned by the fac­
tory workers since the end of the last pay period. A ll the wages are subject to F .I.C .A . taxes at 
a rate o f 3% per cent, federal unemployment taxes at the 1963 rate of 0.8 per cent, and state 
unemployment taxes at 0.5 per cent, 
k )  One month's interest has accrued on the bonds.
I )  Interest has accrued for 60 days on the $10,000.00, 90-day, 6 per cent note given the bank on 
M ay 1.
m)  Federal and state income taxes payable, $7,621.75. 
n ) June 30 inventory o f raw materials, $14,915.60. 
o ) June 30 inventory of goods in process, $15,387.30. 
p)  June 30 inventory of finished goods, $20,972.70.
v. 5. Prepare a balance sheet and an income statement supported by a schedule of costs of goods manu­
factured.
- 6. Prepare schedules of accounts receivable and unpaid vouchers.
v7 . Prepare and post adjusting and closing entries.
8 . Prepare a post-closing tria l balance.
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Cash a c c t .  n o . I l l
DATE EXPLANATION fo­lio □EBIT CREDIT BALANCE
June 1 Balance p* 1 7 9 6 8 45
^0 :M7 5 I I % In \5 1 0 1 r"4 GO
*0 - Iff 5 3 0 :.4 3 % 1 10
Petty Cash_______________________________ a c c t . n o . 112
DATE EXPLANATION FO-LIO DEBIT CREDIT BALANCE
lune 1 Balance 1 0 0 00
5 m i 5 0 00 s 0 oo
Notes Receivable________________   a c c t . n o . 113
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Apr. 18 P riv itt note G-72 8 0 0 00
*
8 0 0 00
23 H a ll note G-73 1 2 5 0 00 2 0 5 0 00
■
■ i PmmWV-uSiL : - -cu %0 0 00 1 r, ij '0 00T \\ . \ ■*' . 
Vv'U i -V > t i 0-U : 1 s C) 00' - o _
Notes Receivable Discounted ___  a c c t , n o . 114
DATE EXPLANATION FO­LIO □ EBIT CREDIT BALANCE
M ay 17 Privitt note R-46 8 0 0 00 8 0 0 00
10 M S I - o i k . m i 1 9 5 0 o o 1 G p-*b 0 00
V
i j 0 • ' A-V • -**“-yi& l U lS 1 0 U 00 \\ ii i j 0 CD
?5 f e i a  t . '4 0 CD - 0 -
l - l i
Accounts Receivable a c c t . n o . 115
DATE EXPLANATION FO­LIO □ EBIT CREDIT BALANCE
June 1 Balance 1 1 2 1 i 12
n ? LD 4 40 t 03 4 b % l
30 0-27 1 1 3 fa 4 2.5 /A 1, /\ \ \ 07
30 I (fi C I 3 t". /I % 1 '<3
n OU-Sl 4\ 0 00 % oq n \S
Allowance fo r  Bad Debts_________________________________________a c c t . n o .116
DATE EXPLANATION FO-LIO DEBIT CREDIT BALANCE
June 1 Balance t** 5 2 1 2?
f\ r: <P. Cl 0 b 4 30 2 rD 0 4 3
cO 'O-VI q 7 ■5 Vi \ A •A0 0 04
Subscriptions Receivable, Common Stock___________________________a c c t . n o . 117
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Vmw 9, 0-35 a 40 0 0 00 2 5 0 0 0 00cr
3 (.4-47 2 s 0 0 (To \ 1 7 0 0 0 0
?q f,H7 \ I 5 0 D 00 - 0 -■
R aw  M aterials Inventory   a c c t . n o . 118
DATE EXPLANATION Fo ­
l io
DEBIT CREDIT BALANCE
June 1 Balance 1 5 4 9 2 50
30 V7.4 \ 3 i 4 70 — 0 p-
30 0- 44 \ 4 4 1 >-0 0 .0 i 4 9 1 ‘3 to
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Goods in Process Inventory a c c t . n o .119
DATE EXPLANATION fo­lio □ EBIT • CREDIT BALANCE
June 1 Balance \S 2 4 3 4 1 85
30 A 3 * 1 - 0 -




'.)0 1 2 3 % 1 30
-
Finished Goods Inventory a c c t . n o .220
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance i> 2 J 7 4 7
3 0 A -IO 1 1 7 A 7 0 0 0
iO G-AO 1 D A 7 X 10 X 0 A 7 X 10
Office Supplies________ ;____________________ a c c t . n o . 722
DATE EXPLANATION FO-LIO DEBIT CREDIT BALANCE
June I Balance 7 0 6 2?
A0 5 7 \
30 i-v/i t: % 4 X \ 4 3
Shipping Supplies______________  a c c t . n o . 222
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 2 1 2 6 63
30 G-V/ 1 1 1 1 03 3 5 A 00
* i ■
1-13
Factory Supplies ACCT. NO. 723
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance it* 2 9 0 y 90
'} ' / 
— 0-U A 7 42. % > A
30 0R-5I 1 i< 3 3 \ 3 A 03
30 1 1 b A 3S % 1 I f JT
Prepaid Insurance a c c t .  n o . 124
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 1 6 8 8 90
3 0 ■ i - V i A 2. 1 5 3 ? 4 i\r, OS'
Bond Sinking Fund________ a c c t . n o .131
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
i Balance 8 7 2 3 05
\ 'I 1 i
n:> OS \ 1 A A 0 \0
3 I In z \1 \ 7 7 0 3 n-)
*
Office Equipm ent_______________  a c c t . n o . 141
DATE EXPLANATION FO- . LIO □ EBIT CREDIT BALANCE
/«»£ ; Balance U* 8 3 9 9 20
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Accumulated Depreciation, Office Equipment____________ a c c t . n o . 142
DATE EXPLANATION' FO­
LIO □ EBIT CREDIT BALANCE
June 1 Balance V 1 6 3 8 76
30 r, - % i 1 1 11 1 \ 1 0 A3
Small Tools______________________________a c c t . n o . 143
DATE EXPLANATION FO-LIO □ EBIT CREDIT BALANCE
June 1 Balance 3 1 6 0 20
1 \ M \ 1 A A \ 3I 1 5 11
•if.j  o 5 'o n 1 0 31\
Machinery and Equipment_________________  a c c t . n o .144
DATE EXPLANATION fo­
l io
DEBIT . CREDIT\ BALANCE -
June 1 Balance i* 11 5 0 1 5 40
q UR-51 3 \ 2 5 OO w 3 1 0 0
q UR-Sl 1 50 w % A 1 3 qo
m 1 t 7 35 11 S Ipq 1 15
Accumulated Depreciation, Machinery and Equipment________ a c c t .  n o . 145
DATE EXPLANATION f o ­
l io
DEBIT CREDIT BALANCE
/«»< 7 Balance V 1 7 2 0 8 58
30 b-tr', A%A 3-V 1 A 1 q •1 32
1-15
Factory B uild ing ACCT. NO. 146
d a t e EXPLANATION fo­lio DEBIT c r e d it BALANCE
June 1 Balance 18 3 8 2 0 00
Accumulated Depreciation, Factory B u ild ing_______________a c c t . n o . 147
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance u* 7 8 0 0 00
cD •'!L. n •- V I i r (■ 71
Land  a c c t . n o . 148
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* — 2 7 2 4 0 00
Dividends Payable, Common Stock _________  a c c t . n o .211
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
W w 4 7 0 0 0 0 0 7 0 0 0 00c.
7'p \ i f o \ '7 r 0 CO 0
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Federal and State Income Taxes Payable_______________ a c c t . n o . 212
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
‘1 b I’b '1 <0 2 i 15
\u ;iu 1 m i 1 lp 1 1 l ' S - f\
! A
Vouchers Payable  a c c t . n o . 213
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Tune 1 Balance iS 5 6 1 7 45
■\s 5 4 5 p*3 3 Ob
• r■ i t - i s 3 "V S 5 5 40
0 0 
A* r-. 2 2b 7 t Z 5 5 \ 1 r44>
30 Dio :5 7 4 3? fc 1 0 q 0 3b
30 W-51 5 0 5 1 0 5 5 (o 0 01
Notes Payable________________ .___________a c c t . n o . 214
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
/ « « C 7 Balance 7 0 0 0 0 00
Accrued Interest Payable_______________________ a c c t . n o . 215
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
V\hU. 30 M 3 1 G 0 oo \ " , V
V4 f \
\ t 0 0 Ob - 0I
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B ond Interest Payable a c c t . n o . 216
DATE EXPLANATION Fo­




■ i - V - A *>\> J ■'( 3
\  \ Itu \ 4 5 - 0 -U '*
F .I.C .A . Taxes Payable_________________________ a c c t . n o . 277
DATE EXPLANATION Fo ­
l io
DEBIT CREDIT BALANCE
June 1 Balance ✓ 8 4 6 23
i I 1 %A A \ 0 rjj.. 5 17
n % } I 0 \ V V
t-ZS \ 7 fi r-  fSU L \ A 7 q l A
& -lb \ 1 01 \
£
7 A 15
\5 \)Ar5\ 9, b 7 0 7 AZ
L ,  t C-. U , rA lb V. 1. i _ U ' >!•-
 ^■) • •■•,!.- i .-1 A 0/5 \ 0 /, A A
V\ 1  i 'i \ a> n r-\ .■*n A. G ; A
V- **■» i 0 \ *7 -■>, A A
■A G -vi 'tO \ A 4 ■'U. 1 \
\  .ilu } r.-A! (3 A % 0 1 7> <*i0 q1 *
Employees’ Income Taxes Payable___________________ a c c t . n o . 218
DATE EXPLANATION fo­lio DEBIT CREDIT BALANCE
June 1 Balance 7 6 7 5 00
0 - 3 4 4 10 z 1 1 0 10.
G-lS 4 * 0 75 2 5 q 5 1$
\5 \&5\ 1 t> \ 5 0.0 q z 0 %s
n O-'G’n A 0 "••r , •-
i 4- >- “S Y j
n i f - 0 v. ■j •-
1-18
Employees’ Bond Deductions Payable________  a c c t . n o . 219
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance I * 2 i 9 25
I 6-H 7 5 so t A 75
\5 ni 5 so 0 0 IS
\ 5 \»-S\ 7 5 00 9 5 2b
■i j
■ Sir n 5 so 4 r\sj 6 7S
1 a 3 1 , 0 7 s 3 SO
s
Federal Unemployment Taxes P ayable____________________________a c c t . n o . 220
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 4 6 5 92 ■
\ o-v\ 3 q (^3 5 0 A 5\
\ ' i 3 t,1 S V 3
'• J V*ib ■J. Q ; 4.- i E, % 9 47
i - i l S o r. “5 U |
SO f- - '?■. •». 1 \ 5 c q "\ VI
\ m 1 1 S a 0 o l
State Unemployment Taxes Payable___________________ a c c t . n o . 221
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 7 Balance 7 5‘ * 30
I <3-v\ 1 4 <ofc ! 7 %A3
vs i-9,5 1 A \4 7 0 \ i
11 r r» *4 ,i 7 / i i i
Ci *V1 4 "i r A'.e
10 s- Vt A V! n7 - '4 !j> °\ ‘I
total 1 4 47 7 2 40u
1-19
Accrued Payro ll Payable a c c t . n o . 2 2 2
DATE EXPLANATION m op DEBIT CREDIT BALANCE
\irno. I 4 1 % (d % \ 4 1 % bf
4 0 q t i e * 2 n 5 54
n '5" '.i a a -L. '1 2 4 A
■
" (:■ / ", I S i ic> ■. 'ii " q V,
VO \\ 1 5 q 5 - 0 -
'■ y f-pi i «i £ \ A 5
\n . 'h ) 1 % b 1 4?' - (j -■j '*
Bonds Payable a c c t . n o . 231
DATE EXPLANATION FO-LIO DEBIT CREDIT BALANCE
June 1 Balance ✓ 70 0 0 0 0 00
Prem ium  on Bonds Payable _____________________ a c c t . n o . 232
DATE EXPLANATION Fo­lio DEBIT CREDIT BALANCE
June 1 Balance 8 5 0 00
\ 5-%4 - 0 i )  o 0 r\w 00
Common Stock____________ a c c t .  no . 3 1 1
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Q« 
25,0i )0 i
2. 19— . Boswell M anufacturing Com  
hares of &10.00 ta r  value common sit
bany
>ck.
vas •r / j •1 tss M
1 Balance 20 0 0 0 0 00
14 fc>"4>5 •1 0 0 f t f . {  _,*v. V_ » / n. L- 0 o 0 00
~
1-20
Common Stock Subscribed a c c t . n o .312
FO­
LIODATE EXPLANATION □EBIT CREDIT BALANCE
00
00





U. J DEBIT CREDIT BALANCE
\ ' IW % S 0 a 0 DO 5 O 0 0 00
Retained Earnings_________________________ a c c t . n o . 314
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 7 Balance V*. / 9 8 6 6 48
0*1 6 -H 7 0 0 0 00 I I t (a 0
6 G-H * 4 5 n 3 % s \
Vi \ % A ** 07 1 1 % ? lo 03
■ Retained Earnings _______________________ _____________
Appropriated fo r Bonded Indebtedness___________  a c c t . n o .3 I5
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 8 7 2 3 0?
1 9, 4 % 5 n \ 7 7 0 * ■U
1-21
M a n u fac tu rin g  Sum m ary a c c t . n o . 316
d a te EXPLANATION FO­LIO DEBIT CREDIT BALANCE
V ' . ;  , . *.1 ) & n 'j \t r.1 j - •  L t
yf
"AG - s-'i 0 A 0 z c i 0: '■! A A
rf,
"ft <b 2
50 g-ad n 0! A A % 02 - 0 -
Incom e Sum m ary  a c c t .  n o . 317
DATE EXPLANATION FO­LIO DEB T CREDIT BALANCE
Vu.va AO 0 -4 0 1 A 0 0 1 0 AA I Q 0 b 1 0
'Lr '3' 40 4 \ \ A A A rv *—r^  I \ A A 4 A *n
40 fe-AC \ ci 0 A A rn ~1 - 0 -
' Sales_____________________________________ a c c t .  n o . 411
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
fune 1 Balance 36 7 6 9 1 95
30 VAT a 2 “A i 4 I * ) vr\ 0 0 5 (0 20
A0 o-qc 34 0 0 5 IP ■10 - 0 —
Sales Discounts_______________________________ a c c t .  n o .412
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance I** 4 7 7 3 24
30 $ - V j 4 4 0 37 5 2 *? io 1
A0 b-AO rs i i - 0 —
1-22
Sales Returns and Allowances a cc t . n o . 413
fo­
lio
DATE EXPLANATION DEBIT CREDIT BALANCE
BalanceJune
Raw M aterial Purchases   a c c t . n o . 311
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 8 7 7 4 6 36
I? G-S>5 I"0 4 34 ri 1 tCt q 1 -n
2 0 0 1 to 0 01 1 % \ <\%
l ( j M R q V, 5 1 M '* - fKf ..
Freight on Raw Materials  a c c t . n o . 512
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 1 7 6 1 63
20 (b q 00 \ % 'i 0 63
36 j -sq \ * J 0 fc> 5 - 0 _
■
Direct Labor ________  a c c t . no . 513
DATE EXPLANATION fo­lio DEBIT CREDIT BALANCE
June I Balance 9 5 5 6 0 26
1 G-24 4 4 0 I 2 0 a. "4 4 n 40
10 Cv-'bS 4 l q 5 35' \ o 4 '1 15
oq 6 Vo 4 J %0L, 50 % (p 4 'J
•o O'Vi q % r ao \G 4 r as
20 10 3-: A L ir A s ... 0 -
\l uu t-q i 1 4 5 no
r-
•v a % J nTor f'S—
1-23
Ind irect Labor a c c t. no. 514
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 7 1 6 2 4 71
I 5 ft3 4 I? •\ I \ 5 % ■VI
15 5 3 o 10 1 ni~ b q 1 a
5'115 5 q 5 10 1 3 0A. 0 I n
50 &"Vi> \ 0 % \5 \ V?J ■q
30 t-iq \ 1 q ii A*1 v i - -
ViVn \ s-^ \ 0 * is ( \ G VS>i A
Factory Supervisory Salaries________________________________________a c c t .  n o . 575
DATE EXPLANATION fo­
l io DEBIT CREDIT - BALANCE
June 1 Balance P* 1 4 3 0 0 00
v \ tl f\' J 0 b 0 fj C, 0
30 1 ! r :■ r tL - 0 —
Payroll Taxes Expense, Factory   a c c t .  n o . 516
DATE EXPLANATION f o ­
l io
DEBIT CREDIT BALANCE
June 7 Balance */* 4 7 0 2 07
1 G-3A I 4 3 n 4 3 4 5 11
\3
“■
:--% 5 I ' i 1 1 3 4' 5 1 q o
n i ' ) 4 ■l 4 9* a. (A '
JO G - l l .‘1•r "T j *\ 4 3, 1 11
3 0 v n 4 q 01 4 q \ G •iq
50 vv :\ 4 a W 0 -
y , ’ u q - ° , i *a ■\-V &Z- 4 - \ oX>1 ^
1-24
Heat, Light, and Power ACCT. NO. 517
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 4 8 6 5 84
40 4 0 40 Ut 1
30 o-r:i s ■) n 14 0 -* •
Machinery Repairs___________________________ a c c t .  no; 518
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 5 6 6 0 82
V4 4 %h bS Id i 4 u> 07
30 V Y ' \ 4 0 •V I - 0 -
Taxes and Insurance, Factory_______________________ a c c t .  no. 519
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 7 9 8 0 60
:G ' -G'i 0 4 *\ 0b '-I ’o & 4 b
00 i - 4 cl 0 \D i - 0 -
Factory Supplies Used  a c c t .  no. 520
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
\UT.;;
' r*, o J V V f 3 3 G 0 p. t 4 40
30 6 - ^ 1 /'■ 4 - 0 -
1-25
Sm all Tools W ritte n  O ff a c c t . n o . 521
DATE EXPLANATION fo ­
l io
DEBIT CREDIT BALANCE
\! i tr.v : n r—(a b 70 5 L> :u -
y j G-V;i 'S - C -
Depreciation of Machinery and Equipm ent__________________________a c c t .  n o . 522
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
\  JfPi ■I A\ /- ■"! M
^0 ! 7 9 v \ 0 -
Depreciation o f Factory B uild ing   a c c t .  n o .523
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
\ m y . l ?j 0 1 7 ( \ 7 I 1 J 1 i 7
■J
3C b  ■ ‘ 5 1 7 L / V7 ... i j —
Sales Salaries and Commissions a c c t .  n o . 611
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
]une 1 Balance Z 7 8 2 7 50
:: ■, C..0 \ 0 SO
■3D G-<\0 \ q D7 7 •so - 5 -
1-26
Payroll Taxes Expense, Selling a c c t . n o . 612
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
]une 1 Balance 4 2 6 00
ra\ r  -? V- \ vj \ % 9^
30 4 % 1 - 0
Traveling Expenses, Salesmen_______ , a c c t .  no. 613
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 9 0 9
■\0 WA\ A K - Q A“1 2 3 \V
30 20 a q 4 3 33
30 i-30 q q A %33 - 0 -
Advertising Expense _____________________ a c c t .  no. 614
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 6 2 2 7 63
'•! 'A-.'t b 45 0 4 V 54
30 G-AQ 1 0 A 0 5* - 0 -
Shipping Supplies Used a c c t .  no. 615
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
VjjYH-. 3-0 O'-'il '1 lj \ ‘ 1 - 1 03
30 o-qo \ 1 9 1 03 - 0 -
1-27
Taxes and Insurance. Selling a c c t . no. 616
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Tune 1 Balance 1 0 40
EG CrVi '! <4 A 5 1 1 %
TO &-AD 1 2 % - 0 -
Officers’ Salaries_____________________  a c c t.  no. 711
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June I Balance 2 7 5 0 00
■"‘■a ■•■Vf 1 0 r; 0 00 'J r\ 0 0 0
■vo I 1 D 0 f t CO - 0 —
'
Office Salaries______________________________a c c t.  no. 712
DATE EXPLANATION FO-LlO DEBIT CREDIT BALANCE
June 1 Balance 9 9 0 9 00
M “f 0 i j rv r 0 § %0 00
30 \ 0 % 5 0 GO - 0 —
P ayro ll Taxes Expense, Office______________________ a c c t.  no. 713
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 8 6 3 80
o-'Oi -■I £o 1 A A i 0 s%
30 M o I 0 *7* — 0
1-28
Office Rent a c c t . no. 714
FO­
LIO
DATE EXPLANATION DEBIT CREDIT BALANCE
BalanceJune
00 00
Bad Debts Expense______________________________________________a c c t .  no. 715
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
! '14 0 ) *1
A
Vi j
30 0 -4  D q i 3 w - 0
Office Supplies Used  a c c t .  n o .716
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
V jiM 40 Vi 3 1 43 5 L* % 43-r" 1
30 &-qo % A i - 0 -
Taxes and Insurance, General ________________________________a c c t .  no. 717
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance IS 1 2 0 22
30 k> 1 00 \ % \ 31
30 r-,-40 \ 3 \ %2 - 0 —
1-29
Depreciation o f Office Equipm ent a c c t . no . 718
DATE EXPLANATION FO-I_lO DEBIT CREDIT' BALANCE
•iti i \ 'M 1 1 1-1
10 G-qO (o1 1 - 6
Provision fo r  State and Federal Incom e Taxes ________ a c c t.  no. 811
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
G-tq to X \ •15 1 0 1 \ 'IS
G-qo 1 in 1 I • 15 0 —
1 fe-qi 1 !d 1 I 7 5
-
1 is 1 L
V  r
Bond Interest Expense _____________________a c c t .  no. 812
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance : - 2 2 5 0 00
I \3k'S\ '1 I 5 0 0 0 0 0 0 OQ
\ s 0 00 4 q 0 oo
;C> n i t •A 4 q q a V I
10 G-RO A q 5 - 0
HO*' , \ o -q \ A 5 to / T T W )1 A
Interest Expense_______________________  a c c t .  no. 813
DATE EXPLANATION. FO-1-10 DEBIT CREDIT BALANCE
June 1 Balance 4 0 0
50 G-vq 1 0 0 n o - 0 b
^0 G-RD s v> 0 qu. — 0 “
I ' G-q\ 1 0 0 o p i 0 UI r*
1-30




J DEBIT CREDIT BALANCE
June 1 Balance 1 3 7 66
M G-15 2 \ 4 (j oo-
'io G-qo I 4 t) 00 0
Bond Sinking Fund Earnings_______________________ a c c t. no. 911
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
WlIL 3 G 'H I k 1 \1 1 b 1 \ l
V) I k 2 \2 — 0 -
Interest Earned a cc t. no. 912
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 4 2 35
10 MH) q 5 I 3 3-
7A I 5 3 CIS




name Commercial Supply Company 
address Mesa. Arizona ___________
DATE EXPLANATION FO­LIO DEBIT CREDIT balance
Y  M % qq\ %0 <q i 10 I 0 q1
n qqi i 7 -) i s 4 1 0 05
■\i J cy q 1 10 \ 7 I 1
ik a - \ i I 1 ■a n 15 c -
NAME G, B. Davis and Son 
add ress  Blythe. California
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
M av 21 921 3 1 4 8 82 3 1 4 8 82
4 I \ % 11 0 -d
V W n % 5 cv' 'i5 1 % 5 s IS
.
name H allcraft Stationery Shop 
address  Phoenix. Arizona_______
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Apr. 12 905 3 2 4 1 20 3 2 4 1 20
w « 10 m i q i \ 5 10 - 0 -5
—
1-35
e Mesa Stationery Shop 
a d d re s s  Mesa. Arizona_______
NAME
FO-




a d d re s s  Glendale. Arizona
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
M ay 26 926 2 6 3 0 65 2 6 3 0 65
ViTO ' 5 C.H7 I Co 3 0 - 0 -V
\1 9 4 (o Cs fcO *) A iff ? fc>0
lie :v a i 4 ito 1 bO 0 -
name Office Supply Company 






name T . T. V riv itt
a d d r e s s  Flagstaff. N e w  Mexico
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Y7 \]R-5\ 9> \ b CO % \ 0 o o\
n'.-vi n M ) - A-,
name Valley Stationery Shop
a dd re ss  Valleyville. Texas_____
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Aug. 14 554 2 6 4 30 2 6 4 30
S m XI b-%, 1 to A 3Q' - 0
, ' .
-
name W txon  and Moore
ad d re ss  Susanvttte, Arizona
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
M av 26 927 I 9 2 2 15 J 9 2 2 75
5 tH 7 1 q i i 15 - 0
?(* t*T7 5 4 2 S-5 \ S 4 3$
1-37
B O SW ELL M A N U F A C T U R IN G  C O M P A N Y
Balance Sheet, June 30, 1 9jtb
\ 3 3 1 A 'Up.
'& 3 k C a& 5 0 00
*S,Wl,\S
■ W  ^ h iv w itfe -  ' ..- u * b .fo b % (e 7 \\
\ A \s
k i ^ W ' 3 5 A (aO
'^ u n k i * 1 3 t0B -
W ^fui\ Vi.vv,V(W'?■•.'. 4 to "i o s
0 \ 5 l,,0
% $Ah  Vm %  B'LN.s Vftwjffa(n \ r1 •A s '! AC
1 0 0 7 1 7 0 "
ft i 1 Ai 5 \ 41
tsfrtn- ° \  iV'.m V f.w SW - i r f e ;
^ w \( \ '^sxhxs  ;ft t\ ' I  u ?od \ •7 7 0 9» 1:1
% \vfiA  (\m-cT\‘. ^
tAUw N m i O
' rWsV. ( \H u .^ \l '( i^ d  \VuT*f\A\u-r'i"\ 3M M 1 ft L 0 % % 13
‘W q& ' I T 0 q z v -
(Mil W rttfK lft V ^ O a .T L
■ W .  t k t o v t i i f a  h w .a i q 4 A q
A
v>
' -* \%w i h m
• " a  -ofto-i.n \ 1 3 3 \ 1 \3
itv o d  .'. ' 1 1 A 0 'Of)
■ ~ i  !\vJ&>- ■ A;■) 0 ■3 3 7 AO
....'vV fe \ f\ ^ \ : ib, o 5 A 0 3 04
' ' UV'A*.Y-. H \v  S  - . . .■ ■
CiMufA Vvja:.^\h(iv.
?C\\t{uJiO ft *; ta Q 01
T ^ k VmvVOU. V b 0 0 Q oo
. V . \ . t f i , 1 ( ^ ^  P f \ \ p 4 t A o A ’H
W w fc l • V*Mr'tf I \. % H AO
u m v ^ v H ^ V A m W i ' ; " A 5, 00
iW u-w oW ttovV . 3:k-it\ k i^ lA 'i r a 7 '■■)
■ '3& ik I W ^ Y d t '/ ^ C n i  V fojtft V 'w ^ k .  •■•■' • I .7 4? «\3
W ^ _ % i 45
\-W r\ A
u ^ - '- x A  i '.  YiV\ V,>U. ' :' \ 0 0 CjO
,JW .H  ' • • 7 (? i V 75
*Sste 'Wfovsii^.-. v,\ jtaAitiUi \\ i 4 0 o 3 7A
-
."• v •' °a.i* A : -re. w tfrv o '; ' j 'I-l ^ i \  ftiiift W f t i k t & i \ a y i o : i m i V u m .  VTi'A *» 6 0 0 0 0 00
• f t M ’. U h ^ a f r i i K d .  Wffl ' ' : V % 0 f) 00
■14nHRVi!.v,si® rm  X i o W o f e \ o () <?> o 0 0 6 :
”VArv< i { ^ . r ; \ u N S q 0 A 7A
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B O SW ELL M A N U F A C T U R IN G  C O M P A N Y
Income Statement fo r Year Ended June 30. 19 Uls>
fim rnM -*.'
0| 0 5 s (1 10
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B O SW ELL M A N U F A C T U R IN G  C O M P A N Y  
Schedule of Cost of Goods Manufactured  
For Year Ended June 30, 19 6-S»
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W M n tf'. SO. \°iWU \ % T> % 1 AO ';1 -V- 1,3 1 ... - : j i  . ‘
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Schedule o f Accounts Receivable, June 30, l'9jek
B O S W E L L  M A N U F A C T U R IN G  C O M P A N Y  
Schedule o f Vouchers Payable, June 30. 19 ink
.. . 1 i
1. |
■ i
, i c ' < 1 ° i V
ffo'kvnivJL \'fWVt A)f\ \i " 1C\  * i * ■ i <T
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B O SW ELL M A N U F A C T U R IN G  C O M P A N Y
Post-Closing T ria l Balance, June 30, 19 U>
$
V 3 3 2 A ib
3 0 00
%0 A A \5
f t l -W s jO / l  ij)V, uvvVl'i
• tl
A ; 3 0 OA
1 T ijA o u it \  V ;\vva t\w u j \ A A \ 5 VO
'ivbh vrn V W a ’Iy \ S 3 %1 26
^bYO ^fldt ^ % 0 A 1 1- 10
k y A i  .. \ 4 3 \5, J y : . XT f,.
3 S A 60
(U F  J ,V.\
a iu l fe ^  > r .o p (N  . ‘I l 3 35
A Vi 3 3 5
V>«y\ (A X 'ji tW 'w a  fla v' =y.k. \ *7 i 0 ■VL .
3 3 A q 10
^ i i r f u ^ A '  ftm m rilv f iin  ^ u s i w n l . i 1 b AT
^  <•<*>. ■ I 1 0 q 1\
TI’\.w K u a .uua ojwI .  W ^ M V v if i t \ \ 3 3 A \ i s '
WuTi^-Vi (Av'arx-. ^ \ \ w W i m x \  cvt\&. W v v ^ i t r iX I 1 4 \ q AZ
'H-n clisA.u \A i\vW W o ■ • ' '  ~ V %3 A 1 6 00
( W m * £ c & 4 ' - '^ i R f a j u 'n S w i ,  ^ A f e s \ & b 0 %-}
imA 1 1 0 A Q o o :
•tortuflY . cvM . 'ST'ajj:. V m a t i U  b Ym  io U i 1 ic 1 .1 IS
\ ; & A x s  W n o U v  ; / ' =, 5 b 0 01  ■
V:i\pv>-A V f-v 0 b 0 &Q
y.'.',\ W ha oR' U v m CvM c. \ b 0 00 I
R w A  VfAcuO A V a n A v A 4 5 ^■3r;
) 4 0 4 1A
i. \ %1 SC
•^s^^-^ .vA w pkK N 'ii'- V ( \w ^ v u ; • A 5 3 so .:
^ ’i^ i lk 'M A lm W v T tv V j i^ ':  •0}s d jA  . A 1 Z l
A \ x A c . V a u o S b W . . ;  ' A ■ip As
(k t tm v r l  A?vvlA$T . % lo Y A 5 .
f W o O  V r.\f\w > .; ■'■’ : ' ■ V 0 Q 0 o' 0 00
Vn tjvnvw t o ' <n\ ?>ca\A> V(\i n & V 4 0 0 OO
W fifrn m i i 5 k i ! .  ' ■ ' <*,[ 1 0 0 0 0 1.6
\ > \  to  ■...»,y-.y t o  • .T'y  ;<y . t -' .A ir .;- f; 1'; 0 0
i’i.a- • A - ‘ -
ta l& Y fM K  TV-.T\\ VAN I 2 %1 U 'A-
V A m iU fV  uA rO TU v^ ^ • W i • W \  Aft &.•imA&fcfoiWfeiJS- \ ? 1 () 9, 2 1
q 2 3 fc Aq 3 \ A q lc> A q VY




N A M E  , , ^—7 ~




FOR USE W ITH
FUNDAMENTAL ACCOUNTING PRINCIPLES
Third Edit ion
W ILLIAM  W . PYLE 
and
JOHN ARCH WHITE
NARRATIVE OF THE TRANSACTIONS, 
LEDGERS, AND STATEMENTS
R I C H A R D  D. I R W I N ,  INC.
HOMEW OOD, ILLIN O IS
© 1963 BY RICHARD D. IRWIN, INC.
All rights reserved. This book or any part thereof may not be 
reproduced without the written permission of the publisher.
INTRODUCTION
The transactions of this practice set, which are designed to illustrate both corporation and manu­
facturing accounting, are assumed to be those completed during one month by Boswell Manufactur­
ing Company, a corporation engaged in the manufacture of office furniture.
In completing the set you, the student, are to act as head bookkeeper and as such be responsible 
for the accounting records of the company. However, it is assumed that the actual bookkeeping 
work is divided between the head bookkeeper, an assistant bookkeeper, and the corporation secre­
tary. The head bookkeeper records sales, voucher register, check register, cash receipt, and mis­
cellaneous general journal transactions. The assistant bookkeeper keeps the payroll records and 
the Fixed Asset Ledger. He also acts as petty cashier. The corporation secretary keeps the Subscribers’ 
Ledger, the Stockholders’ Ledger, and other stockholder records. Clerical work in the solution of the 
set is reduced to a minimum so that you, the student, may concentrate on the accounting principles 
involved.
Boswell Manufacturing Company has been in business approximately four years. It closes its books 
annually on each June 30. You are to record the company’s transactions for the month of June, post, 
and prepare the annual statements. Before beginning this work you should note the following in regard 
to the records of the company.
Sales Transactions. In order to save recording labor, Boswell Manufacturing Company follows the 
practice of posting sales invoices directly to its customer accounts. (See page 187 of your text.) Con­
sequently, at the time of each sale you are to post the invoice amount directly to the customer’s account 
in the Accounts Receivable Ledger; assume that the invoice is filed numerically; and at the end of the 
month, from the list of sales invoices given, make a general journal entry to record all of the sales 
of the month.
General Ledger. The general ledger accounts are opened and the June 1 balances are entered. In 
each case the entered amount is the account’s balance after the transactions of the first eleven months 
of the accounting period have been posted.
A chart of general ledger accounts is reproduced on the back of the general ledger division page 
to aid in recording transactions and in posting.
Accounts Receivable Ledger. The June 1 unpaid balances of all customer accounts are entered in the 
subsidiary Accounts Receivable Ledger.
Voucher System. Boswell Manufacturing Company uses a voucher system in which all vouchers are 
recorded at their net amounts and any discounts lost are recorded as an expense. The company’s June 1 
unpaid vouchers are reproduced on the first page of the Voucher Register. Only a portion of the voucher 
register page and only the unpaid vouchers are reproduced.
NARRATIVE OF THE JUNE TRANSACTIONS
IN S T R U C T IO N S :
Record the fo llow ing transactions. In  recording sales transactions, post the amount o f each sale directly 
to the customer’s account on the day of the sale using the invoice number as the posting reference number. 
Also, post receipts from  customers on the day of the receipts. A ll  other individual postings may be made 
weekly or at the end of the month.
June 1 Voucher No. 880 for $150.00 was approved, and Check No. 877 in its payment was issued to 
Valley Realty Company in payment of the June office rent. (Boswell Manufacturing Company 
owns its factory building but rents office space in a downtown building.)
June 1 Sold finished goods as follows:
Mesa Stationery Shop, Invoice No. 928, $2,301.20.
Office Supply Company, Invoice No. 929, $1,987.50.
(Term s of a ll sales are 2 /1 0 , n /6 0 .)  ''
June 1 Voucher No. 881 and Check No. 878 payable to Valley Trust Company were used to make the 
annual $8,723.05 deposit in the bond sinking fund. (The deed of trust provides for the creation
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of a bond sinking fund by annual deposits with the trustee of the bondholders of amounts that 
with the interest earned will equal $100,000.00 when the bonds are due. It is estimated that the 
fund will earn a net of 3 per cent annually.)
June 1 Voucher No. 882 and Check No. 879 were used to pay the semiannual interest on the bonds.
(The 10-year, 5I/2  Pef cent bonds were issued at 101 two years prior to June 1 of the current 
year. The deed of trust provides that Boswell Manufacturing Company is to deliver to Valley 
Trust Company each June 1 and December 1 a check in payment of the semiannual interest on 
the bonds. The trust company acting as trustee for the bondholders then issues individual in­
terest checks to the bondholders.) /  & e? a 0  a  /  ‘ .
'  _______________ _______. ZZL& x  * ', f  a c - ‘f"
IN S T R U C T IO N S : s ■ ^ j 3 f . v i k * * * -
Enter the voucher in the Voucher Register and the check in  the Check Register; both should be fo r the 
fu l l  amount paid the bondholders. A fte r  the voucher and check are entered, record the amortization of 
the discount w ith  a general journal entry.
June 1 Boswell Manufacturing Company classifies its employees into salaried employees and hourly
wage employees. The salaried employees include the office employees, salesmen, and factory 
supervisory employees. They are paid monthly on the last day of each month. The hourly wage 
employees are the factory workers. They are paid biweekly. Each biweekly pay period ends on 
Friday. The assistant bookkeeper keeps the Payroll Register and other payroll records. On Mon­
day, following the end of each pay period, the assistant bookkeeper gives you, the head book­
keeper, a payroll summary from which general journal entries are made to record the biweekly 
payroll. The employees are paid the following day. The assistant bookkeeper’s factory payroll 
summary for the biweekly pay period ended last Friday, May 29, carried the following infor­
mation:
Direct la b o r ........................................... $4,402.20
Indirect labor    534.15 $4,936.35
Employees’ F.I.C, A. taxes withheld...............................................................$ 178.94
Employees’ income taxes withheld. ........................   495.10
Employees’ bond deductions.................................................................   75.50 749.54
Net P a y .............................................................................................................................. $4,186.81
Employer’s Taxes:
F.I.C.A. ta x es ........................................................................................ .'.......  $ 178.94
Federal unemployment taxes..........................   39.49
State unemployment taxes (Merit rating reduces rate to 0.5 per cent.)  24.68
Total Payroll Taxes........................................    $ 243.11
IN S T R U C T IO N S :
Prepare general journal entries to record the biweekly payroll and the employer’s payroll taxes resulting
from  the payroll.
June 1 Voucher No. 883 in payment of the biweekly payroll was approved and Check No. 880 in its 
payment was issued and deposited in the payroll bank account. Individual payroll checks were 
then prepared for delivery to the employees on Tuesday, June 2.
June 2 Vouchers were approved as follows:
Voucher N o. 884 to Loose Knot Lumber Company for the purchase of raw materials having 
an invoice price of $1,545.50, terms 2/10, n/60.
Voucher No. 885 to Phoenix Tool Company for the purchase of small hand tools having an 
invoice price of $117.25, terms 2/10, n/30.
June 3 Received a report from the sinking fund trustee showing sinking fund earnings during the 
previous year of $262.12. (Since the sinking fund  trustee retains and reinvests the sinking fund  

















The board of directors met and declared a $0.35 per share dividend payable on June 26 to 
stockholders of record of June 20.
The board of directors voted an appropriation of $8,985.17 of retained earnings as an addition 
to the retained earnings appropriated for bonded indebtedness. (The deed of trust provides 
for the appropriation of retained earnings each year equal to the sum of the sinking fund earn­
ings plus the sinking fund deposit.)
Received a check from G. B. Davis and Son, $3,085.84, sale of May 25, less the discount.
Received checks as follows:
Wixon and Moore, $1,883.71, sale of May 26, less the discount.
Office Outfitters, $2,578.04, sale of May 26, less the discount.
For some time the petty cash fund has been larger than required for its expenditures during a 
reasonable period. Consequently, in order to remove the extra cash from the office, the fund 
was reduced by depositing $50.00 of petty cash in the regular bank account.
Issued checks as follows:
Check No. 881 in payment of Voucher No. 876.
Check No. 882 in payment of Voucher No. 878.
At its June 3 meeting the board of directors voted to issue 2,000 additional shares of common 
stock at $12.50 per share, to be sold through subscriptions having terms of 50 per cent cash 
upon acceptance of the subscription contracts and the balance in 20 days. Today the corporation 
secretary reported the acceptance of the subscription contracts and the receipt of $12,500.00 in 
down payments.
Sold finished goods as follows:
Mesa Stationery Shop, Invoice No. 930, $3,185.15.
Commercial Supply Company, Invoice No. 931, $3,097.80.
Vouchers were approved as follows:
Voucher No. 886 to Sun Valley Machinery Co. for the purchase of a new planer for the fac­
tory, $3,250.00, 2/10, n/60, F.O.B. factory.
Voucher No. 887 to Santa Fe Railroad for freight charges on the new planer, $223.50. Issued 
Check No. 883 in payment of this voucher.
Voucher No. 888 to Dixon Steel Products for the purchase of raw materials having an invoice 
price of $908.15, terms 2/10, n/30.
Discounted at 6 per cent the $1,250.00, 6 per cent, 60-day note of A. B. Hall. The note was 
dated April 23 and had been accepted in settlement of Hall’s past-due open account.
Received checks as follows:
Hallcraft Stationery Shop, $3,245.20, sale of April 12 in full.
Mesa Stationery Shop, $2,255.18, sale of June 1, less the discount. <
Office Supply Company, $1,947.75, sale of June 1, less the discount.
Discovered that raw materials having an invoice price of $55.50, received from Dixon Steel 
Products on June 9, did not meet specifications. Returned the materials and asked for credit 
for their return.
Issued checks as follows:
Check No, 884 in payment of Voucher No. 861.
Check No. 885 in payment of Voucher No. 884.
Voucher No. 889 and Check No. 886 were used to pay James S. Huggins $267.35 for millwright
work in connection with the installation of the new planer purchased on June 9.
Discovered that Voucher No. 885 had been filed for payment on the tenth day after the date 
on which the invoice was received rather than on the tenth day after the date of the invoice. 
Consequently, the discount on the invoice had been lost. Recorded the discount lost and refiled 
the voucher for payment on June 29, the last day of the credit period.
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June 15 Received a credit memorandum from Dixon Steel Products granting credit for the raw mate­
rials returned on June 11. V t ^ ^  5 J
June 15 The assistant bookkeeper’s factory payroll summary for the biweekly pay period which ended
June 12 carried the following information:
Direct la b o r ...................................................  $4,295.35
Indirect labor   532.70 $4,828.05
Employees’ F.I.C.A. taxes withheld . .............................................................$ 175.02
Employees’ income taxes withheld................................................................  485.75
Employees’ bond deductions...........................................................................  75.50 736.27
N et P a y .............................................................................................................  $4,091.78
Employer’s Taxes:
E.I.C.A. ta x es ...............................................................................................................  $ 175.02
Federal unemployment taxes....................................................................................  38.62
State unemployment taxes......................................................................................... 24.14
Total Payroll Taxes.....................................................................................................  $ 237.78
June 15 Voucher No. 890 in payment of the payroll was approved and Check N o. 887 in its payment 
was issued and deposited in the payroll bank account. Individual payroll checks were then pre­
pared for delivery to the employees on Tuesday, June 16.
June 15 Amounts deducted from the earnings of four employees were sufficient to purchase $18.75 U.S.
Savings Bonds. Voucher No. 891 payable to Guaranty Bank for the purchase of the bonds was 
approved; and Check No. 888 in its payment was issued and exchanged at the bank for the four 
bonds, which were delivered to the employees.
June 15 Voucher No. 892, payable to Guaranty Bank for $2,461.23, was approved and Check No. 889 
in its payment was issued. The voucher and check were in payment of the May F.I.C.A. taxes, 
$846.23, and the May employees’ federal income taxes withheld, $1,615.00. The check was de­
livered to the bank in exchange for a federal depository receipt.
June 16 Issued checks as follows:
Check No. 890 in payment of Voucher No. 886.
Check No. 891 in payment of Voucher No. 888 as corrected for the return.
June 16 Vouchers were approved as follows:
Voucher No. 893 to Steel Supply Company for the purchase of factory supplies having an 
invoice price of $278.98, terms 2/10, n/60.
Voucher No. 894 to Mill Products Company for the purchase of raw materials having an 
invoice price of $2,212.20, terms 2/10, n/60.
June 17 Sold finished goods as follows:
Commercial Supply Company, Invoice No. 932, $1,732.85.
Office Outfitters, Invoice No. 933, $2,462.60.
June 17 Received notice from Guaranty Bank that T. T. Privitt had dishonored his $800.00, 60-day, 6 
per cent note due on June 16. Used Voucher No. 895 and Check No. 892 to pay the bank the
maturity value of the note plus a $2.00 protest fee. Charged the amount to the account of
T. T. Privitt and canceled the discount liability.
June 18 Received checks as follows:
Commercial Supply Company, $3,035.84, sale'of June 8, less the discount.
Mesa Stationery Shop, $3,121.45, sale of June 8 less the discount.
June 19 Vouchers were approved as follows:
Voucher No: 896 to Desert Machine Shop for repairs to factory machinery, $485.55, terms 
n/10 E.O.M.
Voucher No. 897 to Zacker Advertising Agency in payment for advertising, $868.95, terms 
n/10 E.O.M.
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Voucher No. 898 to Phoenix Lock Company. The invoice attached was for $1,410.15 of raw 
materials plus $45.90 of freight charges prepaid by the vendor. The invoice was dated June 
16, terms 2/10, n/60, F.O.B. factory.
June 22 Sold finished goods on account as follows:
G. B. Davis and Son, Invoice No. 934, $2,855.35.
Office Supply Company, Invoice No. 935, $2,686.60.
June 22 The company officials concluded the account of Valley Stationery Shop was uncollectible and 
ordered it written off as a bad debt.
June 22 Received a credit memorandum from Steel Supply Company for unsatisfactory factory supplies 
having an invoice price of $48.39, received on June 16, Voucher No. 893, and returned on June 
19.
June 23 Issued checks as follows:
Check No. 893 in payment of Voucher No. 893 as adjusted for the return.
Check No. 894 in payment of Voucher No. 894.
June 24 Voucher No. 899 to Oakville Lumber Company for the purchase of raw materials having an 
invoice price of $3,035.50, terms 2/10, n/60, was approved.
June 25 Canceled the discount liability on the A. B. Hall note due on June 22,
June 26 Voucher No. 900 in payment of the dividend declared on June 3 was approved and Check No.
895 in its payment was drawn and deposited in a special dividend bank account. Individual 
dividend checks were then mailed to the stockholders in payment of the dividend.
June 26 Received checks as follows:
Commercial Supply Company, $1,698.19, sale of June 17, less the discount.
Office Outfitters, $2,413.35, sale of June 17, less the discount.
June 26 Sold finished goods on account as follows:
Office Supply Company, Invoice No. 936, $1,012.85.
Wixon and Moore, Invoice No. 937, $1,542.35.
June 26 Issued Check No. 896 in payment of Voucher No. 898.
June 29 The assistant bookkeeper’s factory payroll summary for the pay period which ended June 27 
carried the following information:
Direct labor .....................................................  $4,382.50
Indirect labor..............................s   535.10 $4,917.60
Employees’ F.I.C.A. taxes withheld.............................................................$ 178.26
Employees'income taxes withheld.....................   494.15
Employees’ bond deductions.........................................................................  75.50 747.91
Net P ay .................................................................................. : .......................   $4,169.69
Employer’s Taxes:
F.I.C.A. taxes............................   $ 178.26
Federal unemployment taxes.........................................................    39.34
State unemployment taxes......................................................................................  24.59
Total Payroll Taxes........................   $ 242.19
June 29 Voucher No. 901 in payment of the biweekly payroll was approved and Check No. -897 in its 
payment was issued and deposited in the payroll bank account. Individual payroll checks were 
then prepared for delivery to the employees on Tuesday, June 30.
June 29 The assistant bookkeeper’s salary payroll summary for the month of June carried the follow­
ing information:
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Sales salaries and commissions............................................................... $1,550.00
Officers’ salaries   ............................................................................................... 2,250.00
Office salaries.....................................................................................................  950.00
Factory supervisory salaries...................................    1,300.00 $6,050.00
Employees’ F.I.C.A. taxes withheld................................................................$ 137,75
Employees’ income taxes withheld.................................................................  712.30
Employees’ bond deductions   52.75 902.80
N et P a y ...............................................................................................................   $5,147.20
Employer’s Taxes:
F.I.C.A. ta x e s ...............................................................................    $ 137.75
Federal unemployment taxes....................    7.60
State unemployment taxes........................................................................................... 4.75
Total Payroll Taxes.......................................................................................................  $ 150.10
Employer’s Taxes Chargeable to Expense Accounts as Follows:
Payroll Taxes, Factory..............    $ 47.13
Payroll Taxes, S ellin g .............................................................   56.19
Payroll Taxes, O ffice.....................................................................................................  46.78
Total Payroll Taxes.......................................................................................................  $ 150.10
(Before this pay period the earnings of the officers had exceeded $4,800.00, and the earnings of the fac­
tory supervisory and sales employees had exceeded $3,000.00.)
June 29 Voucher No. 902 in payment of the salary payroll was approved and Check No. .898 in its pay­
ment was drawn and deposited in the payroll bank account. Individual payroll checks were 
prepared for delivery to the employees on June 30.
June 29 Issued Check No. 899 in payment of Voucher No. 885 as adjusted for the discount lost.
June 29 Received^an $811.62 check from T. T. Privitt in full payment of the maturity value of his dis­
honored note, the protest fee, and interest on both for twelve days beyond maturity.
June 29 The corporation secretary reported the receipt of $12,500.00 in full payment of the balance due
on the common stock subscriptions of June 8. He also reported the issuance of the 2,000 shares 
of fully paid stock.
June 30 Voucher No. 903 and Check No. 900 were used to replenish the petty cash fund, which showed
expenditures for freight on raw materials, $23.10; factory supplies, $10.15; and office supplies,
$5.45.
June 30 Vouchers were approved as follows:
Voucher No. 904 to George T. Teller for salesman’s traveling expenses, $417.75.
Voucher No. 905 to William Larson for salesman’s traveling expenses, $525.20.
Voucher No. 906 to Cone Lumber Company for the purchase of raw materials having an
invoice price of $1,255.85, terms 2/10, n /60. ,sz
Voucher No. 907 to Public Service Company for the June electric bill, $401.40.
June 30 Issued checks as follows: ,
Check No. 901 in payment of Voucher No. 904.
Check No. 902 in payment of Voucher No. 905.
Check No. 903 in payment of Voucher No. 907.
June 30 The file of sales invoices contained the following invoices:
Invoice Vendee Am ount
92 8 ........Mesa Stationery Shop  $ 2,301.20
92 9 ........Office Supply Company.................................................   1,987.50
930. . ..  .Mesa Stationery Shop................................................................  3,185.15
931........Commercial Supply Company............................................   3,097.80
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93 2 ........Commercial Supply Company................................................ $1,732.85
93 3 ........Office Outfitters....................................................................... 2,462,60
93 4 ........G. B. Davis and Son..............................................................  2,855.35
93 5 ........Office Supply Company..........................................................  2,686.60
93 6 ........Office Supply Company..........................................................  1,012.85
93 7 ........Wixon and Moore..................................................................  1,542.35
$22,864.25
IN S T R U C T IO N S :
1. Post any amounts still to be posted individually from  the journals.
2. Foot and cross-foot the special journals and complete the month-end postings.
3. Prepare a tria l balance in the tria l balance columns of a work sheet.
4. Complete the work sheet using the fo llow ing information:
a )  Allowance fo r bad debts an additional 1/4 of 1 per cent of the year’s sales less returns. ^
b ) Office supplies inventory, $143.13. s '
c ) Shipping supplies inventory, $334.60y '
d )  Factory supplies inventory, $873.63. ^
e)  Expired insurance chargeable to:
Taxes and Insurance, Factory.......................................................................... $1,083.80.
Taxes and Insurance, S e llin g ...................................................................   78.43.
Taxes and Insurance, G en era l........................................................................ 61.60.
f )  Depreciation of office equipment, $671.71. ^
f)  Small tools written off, $363.90. ^  /)  Depreciation of factory machinery, $6,989.34. ^  -
i )  Depreciation of factory building, $2,707.87
j )  D irect labor wages of $783.70 and indirect labor wages of $108.13 have been earned by the fac­
tory workers since the end of the last pay period. A ll the wages are subject to F .I.C .A . taxes at 
a rate o f 3% per cent, federal unemployment taxes at the 1963 rate of 0.8 per cent, and state 
unemployment' taxes at 0.3 per cent, 
k )  One month’s interest has accrued on the bonds. ^
I )  Interest has accrued fo r 60 days on the $10,000.00, 90-day, 6 per cent note given the bank on ^  
M ay 1.
m)  Federal and state income taxes payable, $7,621.73 
n ) June 30 inventory of raw  materials, $14,913.60. 
o ) June 30 inventory of goods in process, $13,387.30. 
p )  June 30 inventory of finished goods, $20,972,70.
3. Prepare a balance sheet and an income statement supported by a schedule of costs o f goods manu­
factured.
6. Prepare schedules of accounts receivable and unpaid vouchers.
7. Prepare and post adjusting and closing entries.
8. Prepare a post-closing tria l balance.
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1-10
Cash ACCT. NO- 111
FO­
LIODATE EXPLANATION DEBIT CREDIT BALANCE
June Balance
Petty Cash___________________ :___________ acct . no. 112
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance l> 1 0 0 00
S 5 O a  c - f a
Notes Receivable____________________________ acct . no . 113
DATE EXPLANATION Fo­lio DEBIT CREDIT BALANCE
Apr. 18 P riv itt note <?-72 8 0 0 00 8 0 0 00
23 H a ll note G-73 1 2 5 0 00 2 0 5 0 00
/ ' / S 's  '~ f  '  s  ' J 'f S
St 6 /> / 3L3"'/> & a
3 S J-J3 / =23 ~C c  a —&
Notes Receivable Discounted  acct. no. 114
FO­
LIODATE explanation DEBIT CREDIT
M ay P riv itt note
jfea. t*
TlSU- >*-<--37 ,, j
1-11
Accounts Receivable a c c t .  no. 715
DATE EXPLANATION Po­
lio DEBIT CREDIT BALANCE
June 1 Balance is* 1 i 2 l 1 12
/ 7 i / o V / , 3 f  O’ ✓ / % $ / / 4
? 2 J 3 4 4 3 d> ' / / 7 s L f *
$ / £ 4 3 S 5 f ’6 2 /
*f d £ '3 7-? * f 0 9 1
Allow ance fo r  Bad Debts_______________________________________a c c t.  h o . 116
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
]une 1 Balance V* 5 2 1 2?
OS) J-fJ 3 4 s (£ s- %?. )
■J-S/ f 7 3 / / t 2. 7 4 4
Subscriptions Receivable, Common Stock_____________________ a c c t . no . 117 •
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
jk - r tL / J 'S S 4 4 <£> a c? & a r o & <s c
V & 4 ? / 3 '7 2 &  e ' / 2 4 4 7
3 ? * / 7 7 2 o £ - <? —
R a w  M ateria ls  Inventory   a c c t . no. 118
DATE EXPLANATION FO­LIO DEBIT CREDIT
L.
BALANCE
June 1 Balance V* 1 5 4 9 2 50
3d J - s y / y 7 > s~o - <£> -
r- y 7 f a 4 £ 4 y y <7 / 4
1-12
Goods in Process Inventory a c c t .  n o .  119
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance IS 1 4 3 4 1 85
1 - 3 ) V 3 4 / • c
/ 5 3 S 7 3 $ / * 7i '<? ? 3 a
Finished Goods Inventory_____________________________________ a c c t .  no.J2Q
FO­
LIODATE EXPLANATION DEBIT CREDIT BALANCE
BalanceJune
6
Office Supplies__________________________________________________ a c c t .  no. 121
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 7 0 6 13
3d v-sj JTV s / / / VJf
3 ^ J-f? 3 £ V 3 / ¥ 3 / S
Shipping Supplies________________________ a c c t .  no. 122
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 2 1 2 6 63
w / 7 7 2 * 3 3 5“ ' i d  a
1-13
Factory Supplies______________________________ a c c t .  n o .  123
DATE EXPLANATION F o ­
l io
DEBIT CREDIT BALANCE
June 1 Balance u* 2 9 0 l 90
S C j ' S / A 3 7 3
r
3 / 3 S
3 $ J - f / 2 6 < / 3 3 $ 7 3 £>3
Prepaid Insurance   a c c t .  n o . 124
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance p* I 6 8 8 90
3 0 J - / / / J?. 2. rT 4 d 3
   ' '  .
B ond S inking Fund j  ■. - * -j-  a c c t .  n o .131
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance p" 8 7 2 3 05
7 v f c / / 7 27wJ d  £ - / i l / /  &
3 2 6 -S 7 2 - 7 ? 7 £> / £ 2
Office Equipm ent_________________________________________ a c c t .  n o .1 4 1
DATE EXPLANATION f o ­
l io
DEBIT CREDIT BALANCE
June 1 Balance P* 8 3 9 9 20
.
l - l  4
Accumulated Depreciation, Office Equipment _________  a c c t .  n o .  142
FO­
LIO
EXPLANATIONDATE DEBIT CREDIT BALANCE
BalanceJune
Small Tools______________________________a c c t .  no . 143
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance p* 1 6 0 20
2 / / i 7 6 ' 3 2 7 £ 7 9
J 6 J -f? i. & 3" 9 6 2 r 6 <7£ 9
Machinery and Equipment______________________ a c c t . n o .144
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 11 5 0 1 5 40
7 i& s , 3 / f 5 0  & - / / $ 2 d d> 7 6
6 2 2 3 •9 6 ' / / f 4/ 2 3 9 6
/ > A 4 7 3 S ■ r ? / 2  6
Accumulated Depreciation, Machinery and Equipment________ a c c t . n o .145
FO­
LIO
DATE EXPLANATION DEBIT CREDIT BALANCE
June Balance
1-15
Factory B uild ing a c c t .  n o .146
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 18 3 8 2 0 00
Accumulated Depreciation, Factory B u ild ing  a c c t .  n o .147
DATE EXPLANATION FO­
LIO DEBIT CREDIT BALANCE
June 1 Balance V 7 8 0 0 00
3 # ■J'S'/ 2 7<? 7 *7 / 'a 7
Land    a c c t .  n o .148
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 2 7 2 4 0 00
Dividends Payable, Common Stock_____________ a c c t .  n o .211
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
<&r
I*
7$ J'7j> 74 <2 <7 0  2 7 A 6 & &
2(7 y -s ; 7 & <?o - 0 _
<
1-16
Federal and State Income Taxes Payable________________a c c t .  no. 212




* 6 J -S i 7 3 / 1L5 7 6 . 2 / /L ?
Vouchers Payable a c c t .  no. 213
DATE EXPLANATION FO-LiO DEBIT CREDIT BALANCE f“
June 7 Balance U* 1 6 7 7 41
Jd> iZ-trj £ ¥ ? ' 2 7 / a>
S d <usi
' A
f- *> y it A 3 2 a\ 0-2-
•
Notes Payable________ a c c t .  no. 214
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V * 7 0 0 0 0 0 0
Accrued Interest Payable_______________________ a c c t .  no. 215
FO­
LIO c r e d itDATE EXPLANATION DEBIT BALANCE
1-17
B ond Interest Payable a c c t .  n o .  216
FO­
LIO
DATE EXPLANATION DEBIT CREDIT BALANCE
F . I . C . A .  T a x e s  P a y a b le ________________ a c c t .  no . 277
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
J u n e i B a la n c e V 8 4 6 25
/ J S S / , f .
/ g ? * /
•
? * 7 /  {
fj? / / s / S~ S> 2.
V i / / 7\o r £> - / A r S 7 i S
/ V - S f /* 2  3 ? o 7 7 /
2 1 J - J 3 / 7 g $ 0 '
s r / 7 f / $ L 7 ¥ 7
s J - U / 7 '
s s / 3 *-/S 7 S - ( t> 5 f 1 - g
so j ' U 3 3 s / 0 / 5 7 % 3 7
/ / - ? / J £ 7 s / 3 3 ? 9 ^
V
E m p lo y e e s ’  I n c o m e  T a x e s  P a y a b le  ___________________________a c c t .  n o . 2 1 8
d a t e EXPLANATION DEBIT CREDIT BALANCE
J u n e B a la n c e
/ . S ' s  o
S o  <5
J O
1-18
Employees’ Bond Deductions Payable a c c t .  n o .  219
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 2 4 9 2 1
/ 4 ’g f *T 0 ✓ 3 a 7
O ' 7 '' * 0 0 ■ z S
V -s / /■ 0  e? E z S z S
M S ? ,5 S ' o * z 0
M C J 3
• *
3 S a
Federal Unemployment Taxes Payable_________  a c c t .  no. 220
fo­
lioEXPLANATIONDATE DEBIT CREDIT BALANCE
. 5
State Unemployment Taxes Payable__________________ a c c t .  no. 221
FO­





Accrued Payroll Payable a c c t .  n o . 2 2 2
FO­
LIO BALANCE□ATE EXPLANATION DEBIT CREDIT
/
Bonds Payable a c c t .  no. 231
DATE EXPLANATION






'/ ‘ 'y 9
10 0 0 0 0 00
«w
Prem ium  on Bonds Payable_______________________________________a c c t .  no . 232
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance i^ 8 5 0 00
y GJ-f' .5 a P o ? o O <TT‘
3t> W 8 3 ? / <? f i ?
'J t i f o / J - f / 3 .1 G e 4
Common S t o c k  a c c t .  n o . 311
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
O n  july 2. 19— , Boswell M anufacturing  Com ’jany cas m ’■t>»<?iz ed t iss tte
2 ?,0()0 shares o f $10.00 bar value common stc ck.
June 1 Balance ^  ^  c , 9 * 20 0 0 0 0 00
. j? ""/'8/jZ ' J 3 .c# y£s^> z t> 2
y
/ J t £ ’a
2 <3 0 9 0 a 0 'jA a <?0 o 0 &
1-20
Common Stock Subscribed ACCT. H O .312
DATE
/ r
EXPLANATION FO­LIO DEBIT CREDIT BALANCE
f f M S
- 0
C * ' 0 0 (0 0  0 <2 0 0 0 0 ' '
J - 2 2 2 0 0 0 0 G>11 f c ~  -■
-
Premium on Common Stock______________________________________a c c t .  no. 313
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
' 7 e S -S S 03 '0 0 a a  & 0 'a <f 0 & £
r
Retained Earnings  a c c t .  n o .314
FO­
LIOd a t e e x p l a n a t io n b a l a n c eDEBIT CREDIT
BalanceJune
__________Retained Earnings_______________ ~ ___________________
Appropriated fo r Bonded Indebtedness _____________________a c c t .  n o .325
FO­
LIO
DATE EXPLANATION BALANCEDEBIT CREDIT
BalanceJune
1-21
M anu fac tu rin g  Summary a c c t .  n o .316
DATE
w t-2d
EXPLANATION DEBIT CREDIT BALANCE
Incom e Summary_____________  a c c t .  n o . 317
FO­
LIODATE EXPLANATION CREDIT BALANCEDEBIT
Sales____________________________________ a c c t .  n o .  411
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V * % 7 6 9 1 9?
30 d / 2  S ’ '6 £> £
30 3 ? f? 3 ** £ S.& &
Sales Discounts______   a c c t .  n o . 412
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 4 7 7 3 24
f a ! & 7 / T $ 7 0 0 Ct d /
?£> 3 '2 3. d  7 a
1-22
Sales Returns and Allowances a c c t .  n o .  413
DATE EXPLANATION FO­LIO DEBI T CREDIT . BALANCE
June 1 JBalance ✓ I 3 1 2 ?o
30 / / .2 3 6 - a -
Raw M ateria l Purchases  a c c t .  no . 3 1 1
FO­
LIODATE EXPLANATION DEBIT BALANCECREDIT
BalanceJune
Freight on Raw Materials_______________________a c c t .  no . 312
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 1 7 6 1 63
? 0  0 / $ 2
3 0 J S ? / f 6 3 &
D irect Labor_______ ._______ a c c t .  no . 513
FO­




Indirect Labor a c c t .  n o .  514
FO­
LIOEXPLANATIONDATE DEBIT CREDIT BALANCE
BalanceJune
Factory Supervisory Salaries ___________________________________a c c t .  no . 535
DATE EXPLANATION FO­LIO DEBIT CREDIT ■ BALANCE
June 1 Balance 1 4 3 0 0 00
/ 3 a 4 &  a / f £ a> 0 0 a
3 0 0 Ye O —
*
Payroll Taxes Expense, Factory____________________________________a c c t .  n o . 516
fo ­
lio





Heat, Light, and Power ACCT. NO.517
FO­
LIOEXPLANATIONDATE DEBIT CREDIT BALANCE
BalanceJune
Machinery Repairs____________________________a c c t .  no. 518
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 5 6 6 0 82
M 'S / fS f . s 0 3 ' < / * 4 J ?
?0 J - J f £ / y & 3 7 — G
Taxes and Insurance, Factory_______________________ a c c t .  n o .  519
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V 1 9 8 0 60
3 4 j s ; / 4 £ T o 4 4
3 # 3 0 4 4 a —
ACCT. N0 .5 2 0Factory Supplies Used
Fo­
lio
DATE EXPLANATION CREDITDEBIT BALANCE
1-25
Small Tools W ritten  O ff a c c t .  n o .  521
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
■0
v / - / / J <6S S s 90
y ' J 'f f J £ ?<? - & -
Depreciation of Machinery and Equipment_________________________a c c t .  n o . 522
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
to J 4 / 4 f , r ? A f 9 3  9
s J - / 7 f 7 ■3j- _ <?.
Depreciation o f Factory Building  a c c t .  n o . 523
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
/ f 6 0
SO - j -s ? & rA9 r P 7 & ?
/ J ^ r 2 7 a 7 f 7
r
Sales Salaries and Commissions a c c t .  n o .  611
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 1 7 8 2 7 50
0 9 / 3' 3 9 o o ' ' / ? s o
$0 d-Sf 1r 7 9 SO o
1-2 6
Payroll Taxes Expense. Selling a c c t .  n o .  612
FO­
LIO
DATE EXPLANATION DEBIT CREDIT BALANCE
BalanceJune
Traveling Expenses, Salesmen___________________ a c c t .  no . 613
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V" 9 0 0 5 58
W Y-jr/ ¥ / T - 9 ¥ z
s' s 5 0 5 £ 0 9 f > 3 3
30 9 9 f 7 \ 3 3 a —
Advertising Expense________  a c c t .  no . 614
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 6 2 2 7 65
f ? V s / / 4 f S 7 0 ? 4
3 0 ? 9 6 0
Shipping Supplies Used________________________a c c t .  no . 615
FO­
LIO
DATE EXPLANATION DEBIT CREDIT BALANCE
1-27
Taxes and Insurance, Selling______________________a c c t .  n o .  616
DATE EXPLANATION FO-LIO DEBIT CREDIT BALANCE
fune 1 Balance ✓ 1 0 40
3 0 r <r & 2 2 ' J J
y ? ,2 f S a — - -
Officers’ Salaries _______________________________________a c c t .  n o . 711
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V 2 f 7 ? 0 00
$9 025 2 7 0 6 y
JSf 2 £>(0 & A-- •P* a
Office Salaries___________________________________________________a c c t .  no . 712
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 9 9 0 0 00
4-€&> 9 3' 'a e> e / y S ' c a c
J - f ) / <3 f. s 0 t r c- C* —
Payroll Taxes Expense, Office  a c c t .  n o . 713
DATE EXPLANATION FO­
LIO DEBIT CREDIT BALANCE
June 1 Balance \ * 8 6 3 80
’J'Sfs 4 6 7 % r <7/ d>
3 H <7 / (7 Ct
s 1-28
O ffice R e n t— ____________________ ;___________________a c c t .  n o . 714
DATE EXPLANATION DEBIT CREDIT BALANCE
June Balance
Bad Debts Expense_________________  a c c t .  no. 715
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
(ff 'J'P/ 9 ? 3 ; / ? 7 3 / /
9 ? 5 / /
Office Supplies Used a c c t .  no. 716
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
4 1
p fir
1 4 3 3' 4 t 4 3
5 a 4 $
*
Taxes and Insurance. General___________________________________a c c t .  no. 717
Fo­
lio




Depreciation o f Office Equipm ent____________________ a c c t .  n o .  718
DATE EXPLANATION rn o
p DEBIT CREDIT BALANCE
■ t, 3 $ J -S ? 7 / 7 / 4 7 / 7/T
£ 7 / 7 / -a
Provision fo r State and Federal Income Taxes a c c t .  n o . 811
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
A*? ir f r
J-SS 7 3 / 7*J>' / / 7 S
v ' 7 3 / z s —
Bond Interest Expense_________________________ a c c t .  n o . 812
DATE ___ EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June I Balance 2 2 0 00
/ iR'S) 3 7 <? & 0  £ 7j <z
J ’g i 7 £ <3 e e> 7 0 a £7 &
7 ? a> a — & - -




Interest Expense____________________________ a c c t .  no . 813




Discounts Lost a c c t .  n o .  814
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 1 3 7 66
/A V -S / & / 7 o 0 /
7 V & 0  ( a —
Bond Sinking Fund Earnings_______________________ a c c t .  n o .  911
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
L Ii p # / v K y HP 7 2 * < 2 ' A/ 5 4 J - 7 4 £ P /  2- a
-
Interest Earned a c c t .  n o . 912
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
J u n e 1 B a la n c e 4 2 3 5
M ? 7 7 7 7 P 3 P
H y J £ 2 5 3





name Commercial Supply Company 
ADDRESS Mesa. Arizona_____________
DATE EXPLANATION FO­LIO □EBIT CREDIT BALANCE
f i r r f j / 3 0 ? 7 0 4 3 0 f 7
' 7 Q J Z / 7 / . 2. & 4
f
0 3 0 < 0 5
i ? W ? 3 o f 7 2 4 / 7 3 2
0 4 ? / f 3 2 /IM ­ '<7 —
nam e G. B. Davis and Son
a d d r e s s  Blythe, California
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
M av 21 921 3 1 4 8 82 3 1 4 8 82
/ J - f j 3 > / 0 % e>
1 % <73^ 3 $ JT3 3~S 2 s r £ 333
.
nam e H allcraft Stationery Shop 
a d d re s s  Phoenix. Arizona_______
DATE EXPLANATION
62U.J DEBIT CREDIT BALANCE
Apr. 12 901 3 2 4 1 20 3 2 4 1 20
h tn te / # (L ‘i ' f 3 2 r a
,
1-35
nam e Mesa Stationery Shop 
a d d r e s s  Mesa, Arizona  _____
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
/ £
/ 7 - 2 / 2 3 7 / 2 .0 . 2. 3 & / JZ <3
/
/ 3 / 5" / S P P s - P




s 3 / 3 7 - 5 - 0 —
-
nam e Office Outfitters 
a d d r e s s  Glendale, Arizona
OATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
M ay 26 926 2 6 3 0 65 2 6 3 0 65
S ' 3 6 & sr
f 3 $ f f 4 6 2 0 / £ 3. S o
r
a '0 O s o - o —
nam e Office Supply Company 
a d d r e s s  Boswell, N e w  M exico
FO­
LIO
DATE EXPLANATION CREDITDEBIT BALANCE
SO
1-36
n a m e  T . T . Privitt
a d d r e s s  Flagstaff. N ew  Mexico
DATE e x p l a n a t io n FO­LIO DEBIT CREDIT BALANCE
r / '' j$K iJ~S£> a t o $ / (P
*10  j-  r : S i* u J - J 7 % / d 0  O c
nam e  Valley Stationery Shop
a d d r e s s  Valleyville. Texas____
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
A u g M m 2 6 4 30 2 6 4 30
i-2 . J -? 7 4 * ? / ? ia> —
n am e  W ixon and Moore
a d d r e s s  Susatwille. Arizona
DATE EXPLANATION FO-LIO DEBIT CREDIT BALANCE
M a x 2 6 m 1 9 2 2 1 9 2 2 n
1f i t # } ,7 / 7 7 2 1 5 _ 6
9 J 7 / S 2 3  S / 7 3 3 S
1-37
B O S W E LL M A N U F A C T U R IN G  C O M P A N Y  
Balance Sheet, June 30, 19 6 6  .
. f /^ rt-S*?S> *.-*■■?. .fj6   ^ ^  A —' ‘
£^ *=t_J*s£-SS"7>''
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-*
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B O SW ELL M A N U F A C T U R IN G  C O M P A N Y
Income Statement fo r Year Ended June 30. 1 9 & A
E
- i s ;
<2-^
“ S'
t Z Z & A J -
'.$ L Z £ X L A ^ \S £  f
£ ± 4 2 ± z ± .~ r
C~y^LjLe.^ z A  s ^ f Ly K^ uAL? / t /? £ -$ d o
a J zA I u
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\  i  t  ^ - 3 ^ 8 ^ - V 'Z
(g s -s t-A V, E ; .-*
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INTRODUCTION
The transactions of this practice set, which are designed to illustrate both corporation and manu­
facturing accounting, are assumed to be those completed during one month by Boswell Manufactur­
ing Company, a corporation engaged in the manufacture of office furniture.
In completing the set you, the student, are to act as head bookkeeper and as such be responsible 
for the accounting records of the company. However, it is assumed that the actual bookkeeping 
work is divided between the head bookkeeper, an assistant bookkeeper, and the corporation secre­
tary. The head bookkeeper records sales, voucher register, check register, cash receipt, and mis­
cellaneous general journal transactions. The assistant bookkeeper keeps the payroll records and 
the Fixed Asset Ledger. He also acts as petty cashier. The corporation secretary keeps the Subscribers’ 
Ledger, the Stockholders’ Ledger, and other stockholder records. Clerical work in the solution of the 
set is reduced to a minimum so that you, the student, may concentrate on the accounting principles 
involved.
Boswell Manufacturing Company has been in business approximately four years. It  closes its books 
annually on each June 30. You are to record the company’s transactions for the month of June, post, 
and prepare the annual statements. Before beginning this work you should note the following in regard 
to the records of the company.
Sales Transactions. In  order to save recording labor, Boswell Manufacturing Company follows the 
practice of posting sales invoices directly to its customer accounts. (See page 187 of your text.) Con­
sequently, at the time of each sale you are to post the invoice amount directly to the customer’s account 
in the Accounts Receivable Ledger; assume that the invoice is filed numerically; and at the end of the 
month, from the list of sales invoices given, make a general journal entry to record all of the sales 
of the month.
General Ledger. The general ledger accounts are opened and the June 1 balances are entered. In 
each case the entered amount is the account’s balance after the transactions of the first eleven months 
of the accounting period have been posted.
A chart of general ledger accounts is reproduced on the back of the general ledger division page 
to aid in recording transactions and in posting.
Accounts Receivable Ledger. The June 1 unpaid balances of all customer accounts are entered in the 
subsidiary Accounts Receivable Ledger.
Voucher System. Boswell Manufacturing Company uses a voucher system in which all vouchers are 
recorded at their net amounts and any discounts lost are recorded as an expense. The company’s June 1 
unpaid vouchers are reproduced on the first page of the Voucher Register. Only a portion of the voucher 
register page and only the unpaid vouchers are reproduced.
NARRATIVE OF THE JUNE TRANSACTIONS
IN S T R U C T IO N S :
Record the fo llow ing transactions. In  recording sales transactions, post the amount of each sale directly 
to the customer's account on the day of the sale using the invoice number as the posting reference number. 
Also, post receipts from  customers on the day of the receipts. A ll other individual postings may be made 




1 Voucher No. 880 for $150.00 was approved, and Check No. 877 in its payment was issued to 
Valley Realty Company in payment of the June office rent. (Boswell Manufacturing Company 
owns its factory building but rents office space in a downtown building.)
1 Sold finished goods as follows:
Mesa Stationery Shop, Invoice No. 928. $2,301.20.
Office Supply Company, Invoice No. 929, $1,987.50.
( Terms of a ll sales are 2 / 10, n /6 0 .)
1 Voucher No. 881 and Check No. 878 payable to Valley Trust Company were used to make the 
annual $8,723.05 deposit in the bond sinking fund. (The deed of trust provides for the creation
1-1
of a bond sinking fund by annual deposits with the trustee of the bondholders of amounts that 
with the interest earned will equal $100,000.00 when the bonds are due. It  is estimated that the 
fund will earn a net of 3 per cent annually.)
June 1 Voucher No. 882 and Check No. 879 were used to pay the semiannual interest on the bonds.
(The 10-year, 5 ^  Per cent bonds were issued at 101 two years prior to June 1 of the current 
year. The deed of trust provides that Boswell Manufacturing Company is to deliver to Valley 
Trust Company each June 1 and December 1 a check in payment of the semiannual interest on 
the bonds. The trust company acting as trustee for the bondholders then issues individual in­
terest checks to the bondholders.)
IN S T R U C T IO N S :
Enter the voucher in the Voucher Register and the check in  the Check Register; both should he fo r the
fu ll amount paid the bondholders. A fte r  the voucher and check are entered, record the amortization of
the diac&m tt w ith  a general journal entry. 
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June 1 Boswell Manufacturing Company classifies its employees into salaried employees and hourly 
wage employees. The salaried employees include the office employees, salesmen, and factory 
supervisory employees. They are paid monthly on the last day of each month. The hourly wage 
employees are the factory workers. They are paid biweekly. Each biweekly pay period ends on 
Friday. The assistant bookkeeper keeps the Payroll Register and other payroll records. On Mon­
day, following the end of each pay period, the assistant bookkeeper gives you, the head book­
keeper, a payroll summary from which general journal entries are made to record the biweekly 
payroll. The employees are paid the following day. The assistant bookkeeper’s factory payroll 
summary for the biweekly pay period ended last Friday, May 29; carried the following infor­
mation:
Direct la b o r ................................................................................................... $4,402.20
Indirect lab o r    534.15 $4,936.35
Employees’ F.I.C.A. taxes withheld............................................................. $ 178.94
Employees’ income taxes withheld............................................................  495.10
Employees’ bond deductions   75.50 749.54




State unemployment taxes (M erit rating reduces rate to 0.5 per cent.)
Total Payroll Taxes........................................................................................
IN S T R U C T IO N S :
Prepare general journal entries to record the biweekly payroll and the employer’s payroll taxes resulting
from  the payroll.
June 1 Voucher No. 883 in payment of the biweekly payroll was approved and Check No. 880 in its 
payment was issued and deposited in the payroll bank account. Individual payroll checks were 
then prepared for delivery to the employees on Tuesday, June 2.
June 2 Vouchers were approved as follows:
Voucher No.' 884 to Loose Knot Lumber Company for the purchase of raw materials having 
an invoice price of $1,545.50, terms 2/10, n/60.
Voucher No. 885 to Phoenix Tool Company for the purchase of small hand tools having an 
invoice price of $117.25, terms 2/10, n/30.
June 3 Received a report from the sinking fund trustee showing sinking fund earnings during the 
previous year of $262.12. (Since the sinking fund  trustee retains and reinvests the sinking fund  





















The board of directors met and declared a $0A5 per share dividend payable on June 26 to 
stockholders of record of June 20.
The board of directors voted an appropriation of $8,985.17 of retained earnings as an addition 
to the retained earnings appropriated for bonded indebtedness. (The deed of trust provides 
for the appropriation of retained earnings each year equal to the sum of the sinking fund earn­
ings plus the sinking fund deposit.)
Received a check from G. B. Davis and Son, $3,085.84, sale of May 25, less the discount.
Received checks as follows:
Wixon and Moore, $1,883.71, sale of May 26, less the discount.
Office Outfitters, $2,578.04, sale of May 26, less the discount.
For some time the petty cash fund has been larger than required for its expenditures during a 
reasonable period. Consequently, in order to remove the extra cash from the office, the fund 
was reduced by depositing $50.00 of petty cash in the regular bank account.
Issued checks as follows:
Check No. 881 in payment of Voucher No. 876.
Check No. 882 in payment of Voucher No. 878.
A t its June 3 meeting the board of directors voted to issue 2,000 additional shares of common 
stock at $12.50 per share, to be sold through subscriptions having terms of 50 per cent cash 
upon acceptance of the subscription contracts and the balance in 20 days. Today the corporation 
secretary reported the acceptance of the subscription contracts and the receipt of $12,500.00 in 
down payments.
Sold finished goods as follows:
Mesa Stationery Shop, Invoice No. 930, $3,185.15.
Commercial Supply Company, Invoice No. 931, $3,097.80.
Vouchers were approved as follows:
Voucher No. 886 to Sun Valley Machinery Co. for the purchase of a new planer for the fac­
tory, $3,250.00, 2/10, n/60, F.O.B. factory.
Voucher No. 887 to Santa Fe Railroad for freight charges on the new planer, $223.50. Issued 
Check No. 883 in payment of this voucher.
Voucher No. 888 to Dixon Steel Products for the purchase of raw materials having an invoice 
price of $908.15, terms 2/10, n/30.
Discounted at 6 per cent the $1,250.00, 6 per cent, 60-day note of A. B. Hall. The note was 
dated April 23 and had been accepted in settlement of H all’s past-due open account.
Received checks as follows:
Hallcraft Stationery Shop, $3,245.20, sale of April 12 in full.
Mesa Stationery Shop, $2,255.18, sale of June 1, less the discount.
Office Supply Company, $1,947.75, sale of June 1, less the discount.
Discovered that raw materials having an invoice price of $55.50, received from Dixon Steel 
Products on June 9, did not meet specifications. Returned the materials and asked for credit 
for their return.
Issued checks as follows:
Check No. 884 in payment of Voucher No. 861.
Check No. 885 in payment of Voucher No. 884.
Voucher No. 889 and Check No. 886 were used to pay James S. Huggins $267.35 for millwright 
work in connection with the installation of the new planer purchased on June 9.
Discovered that Voucher No. 885 had been filed for payment on the tenth day after the date 
on which the invoice was received rather than on the tenth day after the date of the invoice.
Consequently, the discount on the invoice had been lost. Recorded the discount lost and refiled













Received a credit memorandum from Dixon Steel Products granting credit for the raw mate­
rials returned on June 11.
The assistant bookkeeper’s factory payroll summary for the biweekly pay period which ended 
June 12 carried the following information:
Direct la b o r............................................... : ................................................... $4,295.35
Indirect lab o r..................   532.70 $4,828.05
Employees’ F.I.C.A. taxes withheld............................   $ 175.02
Employees’ income taxes withheld...............................................................  485.75
Employees’ bond deductions..........................   75.50 736.27
N et P a y ............................................................................................................  $4,091.78
Employer’s Taxes: ““
F.I.C.A. taxes.............................................................................................................. $ 175.02
Federal unemployment taxes..................................     38.62
State unemployment taxes.......................................................................................  24.14
Total Payroll Taxes. ................................................................................................ $ 237.78
Voucher No. 890 in payment of the payroll was approved and Check No. 887 in its payment 
was issued and deposited in the payroll bank account. Individual payroll checks were then pre­
pared for delivery to the employees on Tuesday, June 16.
Amounts deducted from the earnings of four employees were sufficient to purchase $18.75 U.S. 
Savings Bonds. Voucher No. 891 payable to Guaranty Bank for the purchase of the bonds was 
approved; and Check No. 888 in its payment was issued and exchanged at the bank for the four 
bonds, which were delivered to the employees.
Voucher No. 892, payable to Guaranty Bank for $2,461.23, was approved and Check No, 889 
in its payment was issued. The voucher and check were in payment of the May F.I.C.A. taxes, 
$846.23, and the May employees’ federal income taxes withheld, $1,615.00. The check was de­
livered to the bank in exchange for a federal depository receipt.
Issued checks as follows:
Check No. 890 in payment of Voucher No. 886.
Check No. 891 in payment of Voucher No. 888 as corrected for the return.
Vouchers were approved as follows:
Voucher No. 893 to Steel Supply Company for the purchase of factory supplies having an 
invoice price of $278.98, terms 2/10, n/60.
Voucher No. 894 to M ill Products Company for the purchase of raw materials having an 
invoice price of $2,212.20, terms 2/10, n/60.
Sold finished goods as follows:
Commercial Supply Company, Invoice No. 932, $1,732.85.
Office Outfitters, Invoice No. 933, $2,462.60.
Received notice from Guaranty Bank that T. T. Privitt had dishonored his $800.00, 60-day, 6 
per cent note due on June 16. Used Voucher No. 895 and Check No. 892 to pay the bank the 
maturity value of the note plus a $2.00 protest fee. Charged the amount to the account of 
T. T . Privitt and canceled the discount liability.
Received checks as follows:
Commercial Supply Company, $3,035.84, saleof June 8, less the discount.
Mesa Stationery Shop, $3,121.45, sale of June 8 less the discount.
Vouchers were approved as follows:
Voucher No. 896 to Desert Machine Shop for repairs to factory machinery, $485.55, terms 
n/10 E.O.M.
















Voucher No. 898 to Phoenix Lock Company. The invoice attached was for $1,410.15 of raw 
materials plus $45.90 of freight charges prepaid by the vendor. The invoice was dated June 
16, terms 2/10, n/60, F.O.B. factory.
Sold finished goods on account as follows:
G. B. Davis and Son, Invoice No. 934, $2,855.35.
Office Supply Company, Invoice No. 935, $2,686.60.
The company officials concluded the account of Valley Stationery Shop was uncollectible and 
ordered it written off as a bad debt.
Received a credit memorandum from Steel Supply Company for unsatisfactory factory supplies 
having an invoice price of $48.39, received on June 16, Voucher No. 893, and returned on June 
19.
Issued checks as follows:
Check No. 893 in payment of Voucher No. 893 as adjusted for the return.
Check No. 894 in payment of Voucher No. 894.
Voucher No. 899 to Oakville Lumber Company for the purchase of raw materials having an 
invoice price of $3,035.50, terms 2/10, n/60, was approved.
Canceled the discount liability on the A. B. Hall note due on June 22.
Voucher No. 900 in payment of the dividend declared on June 3 was approved and Check No. 
895 in its payment was drawn and deposited in a special dividend bank account. Individual 
dividend checks were then mailed to the stockholders in payment of the dividend.
Received checks as follows:
Commercial Supply Company, $1,698.19, sale of June 17, less the discount.
Office Outfitters, $2,413.35, sale of June 17, less the discount.
Sold finished goods on account as follows:
Office Supply Company, Invoice No. 936, $1,012.85.
Wixon and Moore, Invoice No..937, $1,542.35.
Issued Check No. 896 in payment of Voucher No. 898.
The assistant bookkeeper’s factory payroll summary for the pay period which ended June 27
carried the following information:
Direct la b o r.................................................. ' .............................................$4,382.50
Indirect labor...........................   535.10 $4,917.60
Employees’ F.I.C.A. taxes withheld.......................  $ 178.26
Employees’ income taxes withheld.......................    494.15
Employees’ bond deductions...................   75.50 747.91
Net P ay ..........................................................................................................   $4,169.69
Employer’s Taxes:
F.I.C.A. taxes.............................   $ 178.26
Federal unemployment taxes.......................................................................  39.34
State unemployment taxes...........................................................................  24.59
Total Payroll Taxes.......................   $ 242.19
Voucher No. 901 in payment of the biweekly payroll was approved and Check No. 897 in its
payment was issued and deposited in the payroll bank account. Individual payroll checks were
then prepared for delivery to the employees on Tuesday, June 30.
The assistant bookkeeper’s salary payroll summary for the month of June carried the follow­
ing information:
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Sales salaries and commissions.....................................................  $1,550.00
Officers’ salaries...............................................................................................  2,250.00
Office salaries...................................................................................................  950.00
Factory supervisory salaries..........................................................................  1,300.00 $6,050,00
Employees’ F.I.C.A. taxes withheld $ 137.75
Employees’ income taxes withheld................................................................  712.30
Employees’ bond deductions  52.75 902.80
N et P a y .......................................................................................................... ! $5,147.20
Employer’s Taxes:
F.I.C.A. taxes...............................................................................................................  $ 137.75
Federal unemployment taxes..............      7.60
State unemployment taxes........................................................................................ .......... 4.75
Total Payroll Taxes.....................................................................................................  $ 150.10
Employer’s Taxes Chargeable to Expense Accounts as Follows:
Payroll Taxes, Factory  $ 47.13
Payroll Taxes, Selling........................................................................................ 56.19
Payroll Taxes, Office.......................................................................................... 46.78
Total Payroll Taxes.....................................................................................................  $ 150.10
(Before this pay period the earnings of the officers had exceeded $4,800.00, and the earnings of the fac­
tory supervisory and sales employees had exceeded $3,000.00.)
June 29 Voucher No. 902 in payment of the salary payroll was approved and Check No. 898 in its pay­
ment was drawn and deposited in the payroll bank account. Individual payroll checks were
prepared for delivery to the employees on June 30.
June 29 Issued Check No. 899 in payment of Voucher No. 885 as adjusted for the discount lost.
June 29 Received an $811.62 check from T. T . Privitt in full payment of the maturity value of his dis­
honored note, the protest fee, and interest on both for twelve days beyond maturity.
June 29 The corporation secretary reported the receipt of $12,500.00 in full payment of the balance due
on the common stock subscriptions of June 8. He also reported the issuance of the 2,000 shares
of fully paid stock.
June 30 Voucher No. 903 and Check N o. 900 were used to replenish the petty cash fund, which showed
expenditures for freight on raw materials, $23.10; factory supplies, $10.15; and office supplies,
$5.45.
June 30 Vouchers were approved as follows:
Voucher No. 904 to George T . Teller for salesman’s traveling expenses, $417.75.
Voucher No. 905 to W illiam  Larson for salesman's traveling expenses, $525.20.
Voucher No. 906 to Cone Lumber Company for the purchase of raw materials having an 
invoice price of $1,255.85, terms 2/10, n /60 .
Voucher No. 907 to Public Service Company for the June electric bill, $40l73b.
June 30 Issued checks as follows:
Check No. 901 in payment of Voucher No. 904.
Check No. 902 in payment of Voucher No. 905.
Check No. 903 in payment of Voucher No. 907.
June 30 The file of sales invoices contained the following invoices:
Invoice Vendee A m ount
92 8 ........ Mesa Stationery Shop.............................................................$ 2,301.20
92 9 ........ Office Supply Company.............................................................  1,987.50
93 0 ........Mesa Stationery Shop............................................................... 3,185.15
93 1 ........Commercial Supply Company.................................................  3,097.80
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93 2 ........Commercial Supply Company....................................... . $1,732.85
93 3  Office Outfitters...................................................................  2,462.60
93 4  G. B. Davis and Son...........................................................  2,855.35
93 5  Office Supply Company .................................................  2,686.60
936. . . .  .Office Supply Company. ...............................................  1,012.85
937........Wixon and Moore................................................................ 1,542.35
$22,864.25
IN S T R U C T IO N S :
1. Post any amounts still to be posted individually from  the journals.
2. Foot and cross-foot the special journals and complete the month-end postings.
3. Prepare a tria l balance in the tria l balance columns of a work sheet.
4. Complete the work sheet using the follow ing information:
a ) Allowance fo r bad debts an additional 1/4 of 1 per cent of the year’s sales less returns.
b ) Office supplies inventory, $143.13.
c)  Shipping supplies inventory, $334.60.
d )  Factory supplies inventory, $873.63.
e ) Expired insurance chargeable to:
■ Taxes and Insurance, Factory............................................................... $1,083.80.
Taxes and Insurance, S e llin g ......................................................................... 78.43.
Taxes and Insurance, G en era l.......................................................................  61.60,
' f )  Depreciation of office equipment, $671.71.
g )  Small tools written off, $363.90.
h ) Depreciation of factory machinery, $6,989.34.
i )  Depreciation of factory building, $2,707.87.
j )  D irect labor wages of $783,70 and indirect labor wages of $108.13 have been earned by the fac­
tory workers since the end of the last pay period. A ll  the wages are subject to F.I.C .A . taxes at 
a rate of 3% per cent, federal unemployment taxes at the 1963 rate of 0.8 per cent, and state 
unemployment taxes at 0.3 per cent, 
k )  One month’s interest has accrued on the bonds.
I )  Interest has accrued fo r 60 days on the $10,000.00, 90-day, 6 per cent note given the bank on 
M ay 1.
m)  Federal and state income taxes payable, $7,621.73. 
n ) June 30 inventory of raw materials, $14,913.60. 
o ) June 30 inventory of goods in process, $13,387.30. 
p )  June 30 inventory of finished goods, $20,972.70.
3. Prepare a balance sheet and an income statement supported by a schedule of costs of goods manu­
factured.
6. Prepare schedules of accounts receivable and unpaid vouchers.
7. Prepare and post adjusting and closing entries.
8. Prepare a post-closing trial balance.
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Taxes and Insurance, General................... 717
Depreciation of Office Equipment............  718
Provision for State and Federal
Income Taxes .........................................  811
Bond Interest Expense...............................  812
Interest Expense ..............   813
Discounts L o s t.............................................  814
Bond Sinking Fund Earnings..................... 911
Interest Earned ...........................................  912
1-10
Cash ACCT. NO. I l l
FO-1.10DATE EXPLANATION DEBIT CREDIT BALANCE
BalanceJune
5 9
Petty Cash_______________________________ a c c t . n o . 112
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance v* I 0 0 00
H i '/ 5 o 3 o —
Notes Receivable____________________________ a c c t . n o , 113
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Apr. 18 Privitt note G-72 8 0 0 00 8 0 0 00
23 H a ll note G-73 1 2 5 0 00 2 0 5 0 00
i U - n /7 ; / ' i /J -c . ft & - / £ . —
/ & » V'./ (. ( ( ! 5 3 d /■ 7 5 3 £)
Notes Receivable Discounted a c c t . n o . 114
FO­





Accounts Receivable a c c t . n o . 775
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance I> 7 7 2 7 7 12





5 0 4 4 S? 4 4 3 T
t
t 6 1




3 o / ? / 7 6 ,3 c/Z Vfj b/ n) &
A llow ance fo r  Bad Debts__________________________________________a c c t .  no . 7 76
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
- June 7 Balance 5 2 7 25
t C - K . 7 H SO *) -7 3
Oil n  / /





.  j____ | 1
Subscriptions Receivable, Common Stock a c c t .  no . 117
FO­
LIO
DATE EXPLANATION CREDIT BALANCEDEBIT
5 0
__
R aw  M ateria ls  Inven tory  _____________ a c c t .  no . 118
DATE EXPLANATION FO­LIO DEBIT CREDIT b a l a n c e
June 1 Balance 7 5 4 9 2 50
3 o / I5 ■ S o
* JI'•*Ny —




Goods in Process Inventory ACCT. NO .119
□ate EXPLANATION FO­LIO □ ESIT CREDIT BALANCE
June 1 Balance 1 4 3 4 1 00
w / i f t D —




. J  . . . . . .  .
! |
Finished Goods Inventory______________________ a c c t .  n o . 120
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 1





i i / 7 7 i o r
4\1A % c 7 7X 70
— 1
---- —
.. . L.. . _______i
Office Supplies_____________________________ a c c t .  n o .121
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE


























June 1 Balance i>
j
I —----- 2 I 2 6 63' "1—
/ 7 7J o3 20? 5*7 6o
L






- i - j - --- --- .. .L.
1-13
Factory Supplies a c c t . n o . 123
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 2 9 0 1 90
3 t O R -7yy ■A-J L ! 3 3 /
3 c A A L 3 $ if / 3
-
Prepaid Insurance a c c t . n o . 124
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 7 6 8 8 90
3 0 / 1 5 1 5 4 i 2 0 5
Bond Sinking Fund____________________________ a c c t . N O . i j j
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance i> 8 7 2 3 05
3 A & 2 / z £ ? 5 / 7




Office Equipm ent______________________________ a c c t . n o .141
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
7««e I Balance *> 8 3 9 9 20
1-14
Accumulated Depreciation, Office Equipment_____________ a c c t .  n o .  142
FO­
LIODATE EXPLANATION DEBIT CREDIT BALANCE
BalanceJune
Small Tools_______________________________a c c t . n o . 143
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 3 i 6 0 20
SO 3X5 / / H % 3 a ■1 a. JO
(XV 5 5 56 ' I ni 0 a! xo
Machinery and E q u i p m e n t  a c c t .  no . 144
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 11 5 0 1 5 40
3 C 3 1 / / $■
fy
X $ c Vo
X
r \ 3 g o a ft S' X 3 9o
0. 73.5* !1 t -? i/
I
Accumulated Depreciation, M achinery and Equipment________ a c c t . n o . 145
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 1 7 2 0 8 58
9 ft9 39 X 5 9 7 9 3
1-15
Factory B u ild ing a c c t .  n o .146
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 18 3 8 2 0 00
Accumulated Depreciation, Factory B uild ing  a c c t . n o . 147
FO­
LIO
DATE EXPLANATION DEBIT CREDIT BALANCE
BalanceJune
L a n d   a c c t . n o . 148
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 2 7 2 4 0 00
j
Dividends Payable, Common Stock_____________________ a c c t . n o .211
FO­
LIO
DATE EXPLANATION DEBIT BALANCE
1-16
Federal and State Income Taxes Payable ____________ a c c t .  n o . 212
DATE EXPLANATION fo­lio DEBIT CREDIT BALANCE
) a i x . / & '4 X . J I S
Vouchers Payable  a c c t . n o . 213
fo­
lioe x p la n a t io ndate DEBIT CREDIT BALANCE
BalanceJune
O M
Notes Payable___________________________ a c c t . no . 214
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 1 0 0 0 0 00
Accrued Interest Payable_______________________ a c c t . n o . 215
DATE EXPLANATION
62 
U. J DEBIT CREDIT BALANCE
-fe / t 6 - / 0 5 —
u / <I t t / 0 6 - D —
1
1-17
Bond Interest Payable a c c t .  n o .  216
Fo­
l i o
DATE EXPLANATION CREDIT BALANCE
,  H  . CLc  -
F .I.C .A . Taxes Payable____________ a c c t .  no . 277
F O ­
L IOEXPLANATIONDATE DEBIT CREDIT BALANCE
BalanceJune
d  /  c
Employees’ Income Taxes Payable________________________________a c c t .  no . 218
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V*
J
1




io / / i /6
■ 'J r i
4
~7 *1*1 £ 5 "
5 2 5 j
/  £>i! ■’ ’
ID J S’. -7 .^cT
( ' J 5
l
,:V i i s









Employees’ Bond Deductions Payable a c c t .  n o . 219
DATE EXPLANATION F O ­LIO DEBIT CREDIT BALANCE
June 1 Balance IS 2 4 9 2? '
77/ 7 7 3 3 7 5
/ ? n > f t Llt 6 6 &
1 C! 7 f t A 7 K'7 *
t-,YS 75 7 X S o
3c I )S ) < 3 5 3 50
Federal Unemployment Taxes Payable_________________a c c t .  no. 220
DATE EXPLANATION FO­L IO DEBIT CREDIT BALANCE
June / Balance /> 4 6 5 0 2
c 3 7 7 7 5 0 7 5 /
3 £ u , 5"4 3 / 3
..-i
7 1 4 5 £ 2 . 7 7
7 G C
7—
O = 7 6 o  7
3 < 5 Vw
/ • /
/ / - > t > 7 1 i X
i.
'  /
i tC U  / / 3 '  / -!  4  k  f r  l ~ . A — 3 7 7
/
3,75 7 /5* — 5 —
State Unemployment Taxes Payable__________________ a c c t .  no. 221
DATE EXPLANATION F O ­LIO DEBIT CREDIT BALANCE
/« » £ 1 Balance 7 5 4 30
*
4 a / 1 2 5 7




Vo <■ 4 a / 9 *\ 7 7/
G%C 4 75' o==7 3■c 7 4
5/ 62 7 H 77 7 3 £ 73





\ 621 4 / 7 7 3 7
1-19
Accrued Payro ll Payable a c c t . n o . 222
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
/ H / rv 6 <J / h / v 1 6 s t
' i 7 } >
r':
■S
>-* t T 9
7 7 5 ~if /* 9 /
>•*1
•y o-' G 2  c?




7 5 7 5 * 2
- V
/ *'r 8 f
7 7 " ,V' f 3 ft /
/
/ / „  J r f - l  ;  t d< i— —
V-( j / '
J2.
/ 2 C1 3 c ) —
Bonds Payable_____________________________ a c c t .  n o . 231
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance ✓ 10 0 0 0 0 00
.
j
Prem ium  on Bonds Payable___________ •___________ a c c t .  n o . 232
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 7 Balance 8 5 00
o %o -
3 t i i / 7 ,s-: 3 3 7 7 / = 7
X i-L j A d ld  I t  C  e-~ / _.. 7 7 /
/ f ( .
7 3 ^ [ V 5 5 5 o G —■
Common Stock_____________________________ a c c t .  n o . 311
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
On uly 2. 1 9 — . Boswell M anufacturinp  Com bany vas ai itj ><?m ed t hs U(
2 } t0< )0  i hares o f $ 1 0 .0 0  par value common sUwk.
June 1 Balance i f 20 0 0 0 0 00
)
:7 o o — :> c o -
1-20
Common Stock Subscribed a c c t .  n o .312
DATE EXPLANATION DEBIT CREDIT BALANCE
Premium on Common Stock a c c t . no . 313





L . o V.. c
/ r
Retained Earnings________________________________________a c c t . n o .314
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V* 1 9 8 6 6 48
3 C rf- 7 c t * / 6 3%
QK 3Si5" / 7 / 3 /
3 d
// ' t " jn ra 5 ? 2 . / /
'_______Retained Earnings_____________________________________
Appropriated for Bonded Indebtedness_________________________a c c t . n o .325
FO­
LIO
DATE EXPLANATION □ EBIT CREDIT BALANCE
BalanceJune
1-21
M an u facturing  Sum m ary_____________________________ a c c t . n o . 316
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
I j/A . 7\<
'toC-, t 9 V <5 / T - 2 ■fj 5 0 f 7 5r
3 6 5 5 7 6 £ 9 y 4 2 .
' t c
, 7: 5 C .'jr — c
Income Summary a c c t .  no . 317
DATE EXPLANATION
69b. j DEB X CREDIT BALANCE
ir
■'!  
l / / h i - y ?<? 5 7 b 7 3 5 3- •w>^ ; - 3 3 H 3 4
H \ / , >y 6
i i LI. L? i '!  .*3 7/ 7 9 9 a
5 ^ / 7 5
4 /
/ c> _ c ) -
Sales____________________________________________________________a c c t . n o . 411
DATE EXPLANATION FO-LIO DEBIT CREDIT BALANCE
Tune 1 Balance V * 36 7 6 9 j 95
4 ° / <
? ,b
/
b 9 ,5 5 5 9 6 r~*~y ■r /•o -35
56 3 9 9 6 5 £ -Z t> — c -
Sales D i s c o u n t s ___________________________________________a c c t .  m o . 412
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
fune 1 Balance l> 4 7 7 3 24
3o A t, 7 79 3 7 3 *5=i /  i
m ■> * -V. 1n'"Y"A 6 / < / ‘ -
1-22
Sales Returns and Allowances a c c t . n o . 413
DATE e x p l a n a t io n Fo­lio DEBIT CREDIT BALANCE
lune 1 Balance ✓ 1 3 1 2 30
f a / 3 / -i 36 '  ( 3
Raw Material Purchases a c c t .  no. 5 1 1
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
lune 1 Balance V* 8 1 7 4\ 6 36
3c uf\ / c / 0s /  't> &i
sI $5 ti ao / 0
?J7 9 7 5 1% — /V. sJ -
Freight on Raw Materials____________________________________ a c c t . n o . 512
DATE EXPLANATION FO­L IO DEBIT CREDIT BALANCE
June 1 Balance k" 1 7 6 7 63
3d u H (o3 — / ; ■7o 0 3,3
48 4 1I 9 *n 0 ^ 3 C —
Direct Labor______________________________________________a c c t .  no. 5 1 3
D A t ^ EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 9 5 5 6 0 2 0
4 4 0 5 37/ ■?/ 6 oy &
d £$4 4 3 , 1 2 3 5 / 6 5 / 7 3'/■j3 5 9 5b /o £ 7 a 5 3
(L21 /  "■> c,5 s ' 7 ; j Si .—"— 3.77 c) —




Indirect Labor a c c t . n o . 514
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 7 7 6 2 4 7 7
5 3 4 / 5 / 5" I T%
!S /■’ O d -5 —a _p 7 0 / — , / 7 : / T
2? .oa'5 O 5 * # .t / ■'2 -*4 'o
-•/ c, n f
f
? \ C/
rV / S7 j1 0 3 5 ' f  7
c>y Sf3 3 ?7 - D—
i u / x f  ^<)C7' 9  S , ’ / V /S' 7 f1'’; \ jI I
Factory Supervisory Salaries____________________ a c c t .  no. 515
FO­




Payroll Taxes Expense, Factory  a c c t . n o . 516
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
?//«£ 7 Balance 4 7 0 2 07
d > % L X 7 3 //
1 ; 
.'7 4 7 A .





H 1 9 V
/?
S 1—1
; ’i j £
1
3 7 /? 7 ?? ' / 4 7  7
3 & 4 i 7




Heat, Light, and Power ACCT. NO. 517
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance IS 4 8 6 5 84
% 051
i
t J ■0) 5 ' i 0 / ?«£■
7 —
D 2 /& 7 —
* Machinery Repairs   a c c t . n o . 518
DATE EXPLANATION FO-l_IO DEBIT CREDIT BALANCE
June 1 Balance V * 5 6 6 0 82
3 c u ^ > ) 4 3 5 5 5 L } 4 L 3 7
(o 14 4 3 1 - o
Taxes and Insurance, Factory_____________________a c c t . n o . 519
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance V * 1 9 8 0 60
3 6 I1 >:C*' 6 6
/•
(? 5 b
o n 3 t o /to t , 4 6
Factory Supplies Used accht. n o . 520
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Jti/U 30 0 s\ r4? -A4K4£31J r. /* -V 7 - J) —
1-25
Small Tools W ritten  O ff_____________________  a c c t . n o . 521
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
7 Co  a- C .3 X s 9 o 5 £ r T aI. ,y, r
£ 5 ‘4 s 9 o ... c
Depreciation of Machinery and Equipment_______________________a c c t . n o .522
DATE
A




6 9 o 9 ■7 / £ f V 9 3 ^f t ! "  ■ “
■
/ • o7 ■j o
•
Depreciation of Factory Building a c c t . n o .523
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
/fh-' l! V'C 4 7 o $1 rJ 7 >7
7 y 7 A7*/ n/ s\u *‘i n A * - '3
Sales Salaries and Commissions a c c t .  n o . 611
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 1 7 8 2 7 50
/t 5 3 6 .... / •t / - ?<!"
/ -? 3 /7 1* •* 35 * - c > ’
1-2 6
Payroll Taxes Expense, Selling a c c t . n o . 612
DATE EXPLANATION FO­LIO DEB T CREDIT BALANCE
June 1 Balance V 4 2 6 00
J': 5 £ / ? ' ' j j } .-■* ■ <-/J i
i s / ? /■*L- , ----
Traveling Expenses, Salesmen a c c t . n o . 613
DATE EXPLANATION FO­LIO DE:b T CREDIT BALANCE
June 1 Balance IS * 9 0 0 5 38
U S ' !
.// / Z'"
(
r "  ~; r :
( j 5 ! <




7 V -y __
Advertising Expense________________________________________a c c t . n o . 614
DATE EXPLANATION FO­LIO DEB T CREDIT BALANCE
June 1 Balance JX 6 2 2 7 63
3c £)37 £ 7^ 75 r i 6 7 ^;'o
70 £ —
Shipping Supplies Used a c c t . no . 615
FO­
LIODATE EXPLANATION DEBIT BALANCECREDIT
- o
1-27
Taxes and Insurance, Selling AC C T. NO. 616
d a te EXPLANATION
62
L.J DEBIT CREDIT BALANCE
June 1 Balance J 5 0 40
' 1 / ' GgC
r;
i ' 45 A 3 X 4
QS rf c >A k s c
Officers’ Salaries__________________________ a c c t . n o . 711
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 2 J 7 5 0 00
O'" r ■J .•4.jr-.-f -■* pi S\ J 7 > j  ( —
. * - ,J \7 p-'r 1>




June 1 Balance 9 9 0 0 00
v-vv5’ _y O / * 'C: -
'•U S ' / 6 J ‘T o —
Payroll Taxes Expense, Office_____________________' a c c t . n o . 713
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance i> 8 6 3 80
/, /
/ 6 5 3
3 t . o ? / o 57, — C
1-28
Office Rent a c c t . n o . 714
FO­
LIO
DATE EXPLANATION DEBIT CREDIT BALANCE
Balance
Bad Debts Expense_______________________ a c c t . n o . 715
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
i Cj{ Sti 3 i:i / S'. 3 / /
t S r ‘ > J t t { - *2
Office Supplies Used a c c t . n o . 716
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
■ /
; c / ) b % Q
* -* • f




Taxes and Insurance, General___________  a c c t . n o . 717
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
f u n e 1 B a l a n c e v * 1 2 0 2 2
0 6 & l & I GO }1 % i n
Z g i / X ( n — \ D —
1-29
Taxes and Insurance,' Selling a c c t . n o . 616
DATE e x p l a n a t io n F O -L.IO DEBIT CREDIT BALANCE
Tune 1 Balance ✓ 1 5 0*0
Za G K . r~, (.£ $5 =3
-7 r j ,9S — c
Officers’ Salaries__________________________ a c c t . n o . 711
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
fune 1 Balance 2 f 7 ? 0 00
^  t
i J •GvV’-' > ■s 'l — *■ ~ <:> —
i
7^ J /. ■-s C —
Office Salaries___________________________ a c c t . n o . 712
DATE EXPLAN ATI ON FO­LIO DEBIT CREDIT BALANCE
fune 1 Bidance 9 9 0 0 00
L jL-V 5 -V1•'l' o — / 3 <5 —
U S / 6 .9h O f r
-
Payroll Taxes Expense, Office a c c t . n o . 713
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance 8 6 3 80
4
/
(a 7<? 1 / 6
f i t 1 I Cj SJj — C
1 -2 8
Q M  ce Rent________________________ ;___________________a c c t . n o . 714
FO­
LIO
DATE EXPLANATION DEBIT CREDIT BALANCE
BalanceJune
Bad Debts Expense__________________________________________a c c t . n o . 715
DATE EXPLANATION Fo­lio DEBIT CREDIT BALANCE
( <2 2 i Cf/
/■'
/ 3 r ■4i / 3 / /
< 36 /
/ / ■' (3
Office Supplies Used a c c t . no . 716
DATE EXPLANATION PO­LIO □EBIT CREDIT BALANCE
• )
lu>b 36 G&i
- /  
ib V3 5 £ A # 5T~
__ 6 £ >-.■> ---
Taxes and Insurance. General a c c t . n o . 717
FO­
LIO
DATE EXPLANATION DEBIT CREDIT BALANCE
BalanceJune
1-29
Depreciation o f Office Equipm ent______________________ a c c t . n o , 718
FO­
LIO
DATE EXPLANATION DEBIT CREDIT BALANCE
Provision for State and Federal Income Taxes_____________ a c c t . n o . 811
DATE EXPLANATION fo­lio DEB T CREDIT b a l a n c e
(
! ( / - h ) 6 1 1 7
/ 2
( /_ 2 6






Bond Interest Expense_______________________ a c c t . n o . 812
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June I Balance 2 2 5 0 00
7 5 o — 0 6
V * !
<7t —NV-, - H d Si >
- i i ' O 6 - . I N C5 D
m i 3 0 a -
' - f 3
- v O
Interest Expense  a c c t . n o . 813




Discounts Lost a c c t .  n o .814
d ate EXPLANATION FO-LIO DEBIT CREDIT BALANCE
Tune 1 Balance V* 1 3 7 66
/; A ,?5 ! H06/
S d 7 0 o  I - ■ (y -
Bond Sinking Fund Earnings____________________________________a c c t . no .911
DATE EXPLANATION F O ­LIO DEBIT CREDIT BALANCE
/
i j i m
—*
j ( " M ( c 1 i Z 6 %
3 6 2 f * a
Interest Earned a c c t . no . 912
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
June 1 Balance t- ' 4 2 3 5
5 6 c
t 3 7 5 2 3 -
/yV '
11> L i . 5 'A 3 3




n a m e  Commercial Supply Company
a d d r e s s  Mesa. Arizona_______________
DATE
•*>
EXPLANATION FO-L L O DEBIT CREDIT BALANCE
i s J j  i (  .(_y-r t r  ,  . /  ci  Zj ! ) 3 /-L» ''SD i 5 9
i n ^ 1  !(  /  ee_< r  / i  3 5 -2 .) ‘7^.2- / '?/ 2 V
i
6*5"
/y 0 ? 1/ '
-7
1 7 <




3 . ,V - D —
NAME G. B. Davis and Son
a d d r e s s  Blytbe. California
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
iWi/V 25 925 3 1 4 8 82 3 1 4 8 82
S fth ,  J I 1
x-
1> 3 S ' £ 0 i 11
/
/
i/ 3 / JP £3 5 3 5
n a m e  Haller aft Stationery Shop
a d d r e s s  Phoenix. Arizona______
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Apr. 12 905 3 2 4 5 20 3 2 4 5 20
(
r
/ u 3 ; zi > - -<!
*
1-35
n a m e  Mesa Stationery Shop
a d d r e s s  Mesa. Arizona________
7W .c
EXPLANATION FO­LIO DEBIT CREDIT BALANCE
A  “  £: ( ... y 92# 3 o 1 z o J 3 o / 2-0f! . > 7  ‘ f  1 / -? -7 3 / o J-D -7 U/f
h
Au /' s 11 ✓v 6 it VS’ /1 "
/Sf 3 i ‘Vs--J / j*'-*/ > o
---------
n a m e  Qfflrg Outfitters 
a d d r e s s  Glendale. Arizona
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
M ay 26 926 2 6 3 0 65 2 6 3 0 65
11(.! )s,, n s.- J  U f ■- r  t c <■. '7  - 7>
/?.? . 
V mj  *" 3 7 fe 5, j£dO D 6 9 ■5 ^
*> ¥: A-" *
l n
£
■7 0 h A~JL 7 U A
7C 1ifV 7 <*^s •7 jO
n s
too .— 3 -------
f
------ ---- . . . . --------- .... ------- — -I
j
... ■ I,,..
n a m e  Office Supply Company 




LIO DEBIT CREDIT BALANCE
2 S / ip I J -//0  * / 6 o  .............. W / 7 7 iTd J 9 7
f ? £ 4o /}7 4 w/ 7 /6











y 7 J r1 / iA/ f
-
— - ----- ---- ... —
1-3 6
nam e  T. T. Privitt
A .P.P .R SSS Flagstaff, New Mexico
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
J ' /n t / ' 1 J ,  U-/)HL r'-Ud  , ..... ,s ' / c . . . . A 7
n am e  Valley Stationery Shop
a d d r e s s  Valleyville. Texas   
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Amp. M 114 2 6 4 40 2 6 4 30
P h / /
J ,-i v* '






__ - ----- ..... — -----
...
nam e W ixon and M oore 
a d d r e s s  Susanville, Arhoaa
DATE EXPLANATION FO­LIO DEBIT CREDIT BALANCE
Mav 26 927
f r ?
z 9 2 2 75 Z 9 2 2 75
ju/nr Ji f I JC X
tryA (£> f1r 5 ' m
A 4
j $ *U r-P t 0r-
- —
— ... ----- ---- — —-— ----- ----
1-37
B O S W E LL M A N U F A C T U R IN G  C O M P A N Y
Balance Sheet, June 30, 19_
f /  / u k  ~ ' / y
tA " W y i f  /  s  .»
T T *  ~7  ";-r' v ^  ' /  ,-
/  / /  /  s k J j ) . 7** ................. ■ j? -  y y*   "" ,* i,„ i;_ i__
6.C
— :--------- u / J j'C t , / j j  a / )  A  / j S
X U t L
m  V  A i / /  . '
J z :& o z ~
-1 5
h 6.
. j r  t -<' • / ,  5 W -  -------------------
/  ./ / /  . / / / . • )  A f  XS A  .-i*. y  s'• /" */ ' r' • 1 ,-y




r  ■l;  ' f 7 ‘^ Z V i ' F '  K- ^ f l 'Ll j :'u \ 7 Aa/
x M lt /C '/ lA  j  J p  d J h  'h s p /K >  }h  / > - . / .-IL . /  M ,  V
U
h i
- M f f i a 's7  m ty> /£n 2 °
h 3
' 7 4 /  J A -)  / Z i  a  /  7 T-2
f f t  / i f  b . f ;  • ' / ?  . /  /  / -?>
7 - /  {<. :-n .3 3 / g . t ? 0 73
2 2 3 J2<a
'7 A / j /  J ) r , V  > j 9-2
^ ; ; A 7 / r y .  . A t
■* * '4 '^ » r':".-'' ■< i  J  l  I. ' : 1 '- ■ ’ 1 .•■ !-.‘W V- v / ' ,
■ f / / /  '  .A-t-r ' t f x :
0 jJ / 4 r £ 7 1 1 3SU f  f t-\t -- / /  / /  / . ' . - r / ?n  • oaW'
. a * /v>r» ' > / / ^  -f. .V7 23
Z 2
r t s A ' t .  -r.-' / '  / / /
& ? \a J  s / s r . ) , f t : I e a s a a a
j/ .  y  ' y 'h '
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